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I.ETTER  OF  TRANSMITTAL 


The  White  House, 

January  23, 1957. 

To  the  Congress  of  the  United  States: 

I  pn’scnt  hcrruith  iny  Economic  Report,  as  required  by  Section  3  (a) 
of  the  Employment  Act  of  1946. 

In  preparing  this  Report,  I  have  received  the  assistance  and  advice  of 
the  Council  of  Ec  onomic  Advisers.  I  have  also  had  the  advice  of  the  heads 
of  the  e.xccutive  departments  and  independent  agencies  of  the  Government. 

I  set  forth  below,  essentially  in  the  words  of  the  Report  itself,  what  I 
consider  to  be  its  major  conclusions  and  recommendations. 

Opportunity  and  Responsibility  in  a  Free  Economy 

The  vast  jiroductive  power  of  the  American  economy  was  demonstrated 
again  in  1956  in  a  record  national  output  of  $412  billion  of  goods  and 
seiA'ices. 

In  addition  to  providing  this  material  basis  for  better  living,  our  free 
economy  gives  indispensable  support  to  our  fonn  of  [K)litical  life  and  offers 
unparalleled  opportunities  to  the  individual  for  personal  choice  and 
development. 

Important  responsibilities  accompany  these  opportunities.  They  are 
borne  in  part  by  Go\  eminent,  but  they  must  be  borne  also  by  the  individual 
in  his  own  economic  activity  and  in  his  organized  activity  with  others. 

Government  must  use  all  practicable  means  to  promote  high  levels  of 
production  and  employment,  and  to  contribute  toward  achieving  an  ex¬ 
panding  and  widely-shared  national  income,  earned  in  dollars  of  stable 
buying  power.  It  must  pursue  policies  that  encourage  the  enterprising 
spirit  of  our  people  and  protect  incentives  to  work,  to  save,  and  to  invest. 
It  must  exercise  a  strict  discipline  over  its  expenditures  and  avoid  taking 
in  taxes  too  much  of  the  incomes  of  individuals  and  businesses.  It  must 
strive  to  strengthen  competitive  markets  and  to  facilitate  the  adjustments 
necessary  in  a  dynamic  economy. 

Even  more  exacting  are  the  responsibilities  of  individuals  and  economic 
groups.  Business  managements  should  formulate  and  carry  out  their  plans 
so  as  to  contribute  to  steady  economic  growth.  They  must  also  recognize 
the  broad  public  interest  in  the  prices  set  on  their  products  and  services. 


Both  management  and  labor  should  remove  restrictions  on  the  operation 
of  competitive  markets  and  enhance  the  economy’s  adaptal)ility  to  change. 
Of  particular  importance  in  a  prosperous  economy  is  the  responsibility  of 
leaders  of  business  and  labor  to  reach  agreements  on  wages  and  other 
labor  benefits  that  are  consistent  with  productivity  prospects  and  with  the 
maintenance  of  a  stable  dollar. 

Reliance  for  stability  in  economic  growth  cannot  be  placed  exclusively  on 
the  fiscal  and  monetary  policies  of  Government.  The  successful  extension 
of  prosperity  with  price  stability  calls  for  a  cooperative  effort  in  which  the 
policies  of  individuals  and  economic  groups  and  of  all  levels  of  government 
are  consistent  with  one  another  and  mutually  reinforcing. 

Economic  Growth  and  Improvement,  1953-56 

The  opportunities  which  our  free  economy  provides  for  the  improvement 
of  well-being  are  clearly  evident  in  the  record  of  the  last  four  years.  Civilian 
employment  increased  by  about  3.7  million.  Per  capita  personal  income 
measured  in  constant  dollars  rose  10  percent  after  taxes.  Five  million 
homes  were  built  and  home  ownership  became  mon*  widespread.  Rising 
incomes  enabled  consumers  to  expand  their  purchases  of  virtually  all  types 
of  goods  and  to  make  important  improvements  in  their  own  provisions  for 
financial  security.  Participation  in,  and  support  of,  religious,  cultural,  edu¬ 
cational,  and  civic  activities  increased  significantly. 

Great  strides  were  taken  in  the  expansion  and  improvement  of  the  Na¬ 
tion’s  productive  facilities.  Business  firms  and  farmers  spent  over  $l,')n 
billion  for  this  purpose.  These  investment  outlays  contain  the  promise  of 
greater  national  output  and  better  living  in  the  years  ahead. 

Agriculture  has  faced  difficult  problems  in  this  period,  resulting  chiefly 
from  the  persistent  tendency  for  production  to  exceed  commercial  demands. 
Progress  has  been  made,  however,  toward  a  better  balanced  farm  economy, 
and  there  has  been  some  recent  improvement  in  farm  income.  To  sustain 
agricultural  progress,  experience  suggests  that  continued  emphasis  is  needed 
on  the  basic  objectives  of  the  last  four  years — wider  freedom  for  our  com¬ 
mercial  farmers  in  managing  their  own  enterprises,  appropriate  shifts  in  the 
use  of  the  Nation’s  cropland,  an  improved  system  of  price  supports,  and 
research  into  new  products,  markets,  and  uses. 

The  period  was  marked  by  economic  improvement  throughout  the  free 
world  and  by  a  notable  expansion  of  international  trade  and  finance,  in¬ 
cluding  our  own  exports  and  imports.  Sharp  increases  have  occurred  in 
our  exports  to  industrialized  countries  with  high  per  capita  incomes  and  to 
others  currently  experiencing  a  rapid  rate  of  economic  growth.  This  fact 
shows  that  prosperity  elsewhere  widens  markets  for  the  products  of  our 
farms,  mines,  and  factories. 

The  contributions  that  Government  can  make  tow’ard  the  achievement 
of  stable  economic  growth  have  been  evident  during  the  last  four  years. 
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'I'ho  1953-54  cxpciiciict'  denionstratfd  that,  when  tonsuiner  and  business 
confidence  is  maintained,  timely  public  policies  can  help  keep  recessionary 
tendencies  in  check.  The  Government  policies  followed  in  1955  and  1956 
helped  to  moderate  the  upward  pressure  on  prices  and  to  prevent  conditions 
that  would  threaten  economic  stability. 

The  Economy  in  1956 

The  Nation’s  aggregate  output  of  goods  and  services  in  1956  was  $21.5 
billion  greater  than  in  1955,  despite  a  decrease  in  activity  in  some  sectors 
of  the  economy,  notably  in  automobile  production  and  home  construction. 
Heavy  expenditures  for  new  plant  and  equipment  by  business  concerns, 
increases  in  foreign  trade  and  investment,  a  high  rate  of  consumer  expendi¬ 
tures,  and  rising  outlays  by  State  and  local  governments  contributed  to  the 
expansion.  .About  half  of  the  increase  represented  a  gain  in  physical  output, 
and  the  remainder  reflected  moderately  higher  prices. 

Sizable  gains  in  employment  were  made  in  important  sectors  of  the 
economy;  for  the  year  as  a  whole,  there  was  an  increase  of  1.8  million  over 
1955  in  total  civilian  employment.  Incomes  rose  for  all  major  groups  of 
income  recipients. 

As  the  year  progressed,  farm  income  imjjroved.  There  were  further  ad¬ 
vances  in  the  value  of  farm  land,  in  the  net  worth  of  farm  proprietors,  and 
in  agricultural  exports,  h'arm  technology  continued  to  improve. 

Financial  markets  and  prices  were  under  continuous  pressure.  Interest 
rates  rose  as  the  demand  for  credit  continued  large  relative  to  the  supply 
of  funds.  The  unusually  lu'avy  demands  of  business  concerns  tended  to 
raise  prices  of  capital  goods  and  related  commodities.  High  costs  of  raw 
materials  and  wage  increases  that  tended  to  outrun  the  year’s  small  gain  in 
productivity  were  pervasive  factors  making  for  higher  prices. 

Pressures  on  prices,  costs,  and  financial  resources  in  1956  called  for  the 
continuation  of  policies  designed  to  counter  inflationary’  forces.  The  Fed- 
i‘ral  Government’s  budget  surplus  contributed  to  this  end,  as  did  the  credit 
restraints  imposed  by  the  Federal  Reserve  System.  The  events  of  the  year 
showed,  however,  that  when  production  and  employment  are  high,  wage 
and  price  increases  in  important  industries  can  create  upward  pressures  on 
costs  and  prices  generally,  and  that  the  monetary’  and  fiscal  policies  of  Gov¬ 
ernment  must  be  supported  by  aj)propriate  private  policies  to  assure  both  a 
high  level  of  economic  activity  and  stable  prices. 

Extending  and  Broadening  Economic  Progress 

This  Report  outlines  legislative  proposals  designed  to  carry  out  the 
declared  policy  of  the  Employment  Act.  They  include  measures  to 
strengthen  our  enterprise  system,  enlarge  our  national  resources,  and  im¬ 
prove  the  level  of  living. 
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Government  can  strengthen  the  enterprise  sN’stein  at  tliis  lime  hy  preserv¬ 
ing  a  balanced  budget.  Accordingly,  the  Congress  should  continue  tax  rates 
at  their  present  levels,  and  Federal  expenditures  should  be  strictly  limited. 

Our  enterprise  system  would  also  be  strengthened  by  legislative  measures 
to  assist  small  businesses  and  to  foster  competition.  These  measures,  which 
the  Congress  is  urged  to  consider,  include  extension  of  the  Small  Business  Act 
beyond  June  30,  1957;  easier  access  of  small-  and  medium-sized  companies 
to  capital  markets;  such  tax  adjustments  as  can  be  made  with  a  minimum 
loss  of  revenue;  and  reduction  of  the  burden  of  paperwork  imposed  by 
Government,  The  Congress  is  also  urged  to  provide  for  needed  improve¬ 
ments  in  the  antitnist  laws  and  in  the  procedures  available  to  enforcement 
agencies. 

Recent  changes  in  our  financial  structure  and  practices  call  for  careful 
study  of  the  adequacy  of  existing  facilities  for  meeting  the  Nation’s  capital 
and  credit  requirements  and  of  the  means  for  exercising  appropriate  con¬ 
trols  over  credit.  .\s  requested  in  the  State  of  the  Union  Message,  the  Con¬ 
gress  should  authorize  a  National  Monetan.’  and  Financial  Commission  to 
perform  this  important  task. 

Our  enterprise  system  would  benefit  from  United  States  membership  in 
the  Organization  for  Trade  Cooperation  and  participation  in  the  Inter¬ 
national  Atomic  Energy  Agency,  and  from  continuation  of  economic 
assistance,  including  defense  support,  under  the  Mutual  .Security  Program. 

Additional  measures  are  required  to  enlarge  and  improve  our  national 
resources.  The  partnership  principle,  which  encourages  local  leadership 
and  participation  in  the  development  of  water  and  power  resources,  should 
continue  to  l)e  given  close  attention  in  current  authorizations  and  appro¬ 
priations. 

To  aid  agricultural  adjustments,  recommendations  will  be  made  to  the 
Congress  for  an  improved  acreage-allotment  and  price-support  program 
for  corn,  and  for  steps  to  deal  with  problems  of  land  use  and  water  shortage 
accentuated  by  recent  drought  conditions.  Extension  of  Title  I  of  the 
Agricultural  Trade  Development  and  Assistance  Act  for  one  year,  and  a 
limited  increase  in  permissible  losses,  would  be  a  useful  short-run  measure 
for  helping  reduce  surplus  stocks  of  farm  commodities. 

The  Congress  is  again  requested  to  enact  a  program  of  Federal  assistance 
for  developing  the  economic  base  of  local  areas  experiencing  persistent 
unemployment. 

No  proposal  for  enlarging  our  national  resources  is  more  important  than 
that  for  Federal  assistance  in  overcoming  the  critical  shortage  of  school¬ 
rooms.  The  Congress  is  urged  to  enact  a  program  which  would  help  meet 
the  backlog  of  these  needs  within  four  years.  After  that  time  full  respon¬ 
sibility  for  school  construction  should  revert  to  the  State  and  local 
governments. 
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Further  advances  in  the  level  of  living  would  be  accomplished  by  measures 
to  raise  the  Nation’s  standards  of  housing,  health,  and  personal  security. 
Home  building  and  ownership  would  be  aided  by  an  adjustment  that  would 
bring  the  maximum  interest  rate  on  VA-guaranteed  home  loans  into  closer 
conformity  with  competitive  market  rates;  by  an  increase  of  funds  for  the 
secondary  market  operations  of  the  Federal  National  Mortgage  Association; 
and  by  an  extension  of  the  Voluntary  Home  Mortgage  Credit  Program. 

I  lealth  standards  would  be  advanced  by  legislation  to  encourage  voluntary 
health  plans  and  by  a  program  of  construction  grants  for  medical  and  dental 
training  facilities. 

Personal  security  would  be  strengthened  by  extending  unemployment  in¬ 
surance  coverage  to  employees  of  small  firms  and  certain  other  groups;  by 
broadening  minimum  wage  legislation  to  cover  additional  workers  needing 
this  |)rotection;  by  requiring  Federal  registration  and  reporting  by  private 
pension  and  welfare  funds;  and  by  a  program  of  technical  aid  and  limited 
financial  assistance  to  States  for  promoting  occupational  safety. 

Conclusion 

There  are  grounds  for  confidence  that  the  Nation’s  over-all  prosperity 
will  be  extended  into  the  months  ahead.  \  moderate  rise  in  business  capital 
outlays  is  indicated.  C^onstruction  expenditures  and  foreign  trade  and 
it. vestment  should  continue  to  favor  economic  expansion.  The  combined 
expenditures  of  Federal,  State,  and  local  governments  are  expected  to  be 
higher.  Consumer  expenditures  should  be  sustained  by  favorable  employ¬ 
ment  conditions  and  good  earnings. 

1  lowever,  uncertainties  and  problems  are  always  present  in  the  economic 
situation  and  require  careful  attention.  These  include  the  present 
intt'rnational  situation,  the  upward  pressure  of  costs  and  prices,  factors 
affecting  capital  outlays  by  business,  and  the  provision  of  an  adequate  flow 
of  new  savings  to  meet  the  prospective  heavy  demands  for  funds. 

'Fhese  and  other  uncertainties  and  problems  which  inevitably  arise  in  a 
dynamic  economy  challenge  individuals,  economic  groups,  and  Government 
to  meet  their  respective  responsibilities  for  maintaining  stable  economic 
growth.  If  all  live  up  to  these  responsibilities,  the  capacity  of  our  economy 
to  provide  the  high  levels  of  employment,  production,  and  purchasing  power 
envisaged  by  the  Employment  Act,  and  broadly  attained  in  the  past  year, 
will  be  further  enhanced. 


Dwight  D.  Eisenhower. 
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Chapter  1 

Opportunity  and  Responsibility 
in  a  Free  Economy 


I^HE  ENORMOUS  PRODUCTIVE  POWER  of  the  American  econ- 
omy  was  demonstrated  a^ain  in  19j6  when  the  Nation’s  output  of  goods 
and  sendees  reached  $412  billion.  This  vast  and  increasing  output  provides 
the  means  for  assuring  our  national  security,  supplying  our  present  consump¬ 
tion  needs,  and  building  our  capacity  for  future  production.  Furthermore, 
it  is  accompanied  by  the  release  of  additional  time  for  creative  personal 
development  as  well  as  for  the  more  complete  enjoyment  of  material  things. 
Our  free  economy  thus  affords  the  American  people  an  opportunity  for 
better  living  in  all  its  aspects. 

These  accomplishments  reflect  the  efficiency  of  competitive  markets  as 
instruments  for  organizing  and  expanding  production  and  consumption,  but 
they  do  not  of  themselves  reveal  the  social  and  individual  values  inherent 
in  a  free  society.  Among  these  are  wide  access  to  education  and  training, 
choice  of  a  vocation  from  among  many  different  employments  or  business 
pursuits,  enjoyment  of  the  rewards  of  one’s  own  accomplishment,  and  free¬ 
dom  to  plan  consumption  and  investment  according  to  personal  preference 
and  judgment.  Moreover,  our  free  economy  gives  indispensable  support  to 
the  fonn  of  political  life  that  we  cherish. 

There  are  instructive  parallels  between  our  political  and  economic  insti¬ 
tutions.  No  form  of  government  offers  greater  opportunity  for  individual 
expression,  or  places  heavier  reliance  on  individual  leadership  and  integrity. 
Similarly,  no  type  of  economic  system  offers  greater  opportunity  for  indi¬ 
vidual  achievement  or  places  heavier  responsibilities  on  the  individual. 
But  although  the  opportunities  afforded  by  such  an  economy  arc  evident 
on  all  sides,  the  responsibilities  on  which  it  relics  may  be  less  obvious  and 
less  well  understood. 


These  responsibilities,  which  center  on  the  need  for  preserving  and 
strengthening  the  institutions  of  competitive  enterprise,  are  borne  in  part 
by  Government.  First,  Government  must  pursue  policies  that  give  positive 
encouragement  to  the  spirit  of  enterprise  and  protect  the  essential  in¬ 
centives  to  work,  to  save,  and  to  invest.  These  policies  must  be  designed 
with  consideration  not  merely  to  their  present  impact  but  also  to  their 
long-run  effect  on  the  vitality  and  resiliency  of  the  economy.  Second, 
Government  must  exercise  a  strict  discipline  over  its  expenditures  and  must 
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take  in  taxes  no  more  than  absolutely  necessary  of  the  incomes  of  indi¬ 
viduals  and  businesses.  Third,  Government  must  curb  monopolistic  tenden¬ 
cies  and  strive  for  conditions  in  which  individuals,  new  methods,  and  new 
products  have  an  opportunity  to  prove  themselves  in  fair  competition.  It 
is  incumbent  on  Government  to  assure  the  reasonable  diffusion  of  economic 
power  as  our  forefathers  did  of  political  power.  Fourth,  Government  must 
pursue  policies  that  facilitate  the  adjustments  to  advancing  technology  and 
changing  consumer  demands  that  are  essential  in  a  dynamic  economy.  It 
must  avoid  policies  that  make  these  adjustments  more  difficult.  Finally, 
it  must  pursue  policies  that  will  help  maintain  high  levels  of  production  and 
employment  and  contribute  toward  achieving  the  goal  of  an  expanding  and 
widely-shared  national  income,  earned  in  dollars  of  stable  buying  power. 

Hut  Government  cannot  assume  exclusive  responsibility  for  the  smooth 
functioning  of  our  enterprise  system,  nor  can  it  guarantee  sustained  eco¬ 
nomic  growth.  Even  an  attempt  to  do  so  would  involve  inter  ’"ntion  i  a 
scale  incompatible  with  the  fundamental  character  of  our  ^  m  vs‘  m, 
based  as  it  is  on  the  belief  that,  when  regulation  is  minii.  ^  .he  e  u-rgies 
and  talents  of  the  individual  arc  more  fully  released  fo;  economic  better¬ 
ment.  In  such  an  economy,  hca\y  responsibilities  for  the  effective  and 
equitable  functioning  of  production  and  distribution  must  be  borne  by  the 
individual  in  his  own  economic  activity  and  in  his  organized  activity  with 
others. 

Prominent  among  these  responsibilities  is  that  carried  by  the  management 
of  business  concerns,  particularly  of  companies  having  large  and  widespread 
operations,  to  administer  their  affairs  so  as  to  help  avoid  economic  imbalance 
and  dislocation.  That  much  progress  has  been  made  in  the  acceptance  of 
this  responsibility  is  evidenced  by  the  increasing  practice  of  planning  expan¬ 
sion  programs  well  into  the  future  and  organizing  operations  with  a  view  to 
greater  stability  of  employment.  Nevertheless,  our  economy  has  been  sub¬ 
jected  at  times  to  heavy  strains  as  e.xcesses  have  crept  into  the  management 
of  business  inventories,  into  the  expansion  of  facilities,  and  particularly 
into  the  use  of  credit.  Business  management  has  a  clear  responsibility,  in 
its  own  interest  no  less  than  in  the  national  interest,  to  avoid  such  e.xcesses 
and  to  fonnulate  and  carry  out  its  plans  so  as  to  contribute  to  steady 
economic  growth. 

Management  also  has  the  responsibility,  as  does  labor,  to  remove  restric¬ 
tions  on  competition  and  to  enhance  the  adaptability  of  the  economy  to 
new  technological  and  demand  conditions.  .\nd  thoughtful  leaders  of 
agriculture  will  not  seek  to  improve  its  economic  position  by  means  which 
would  prevent  essential  adjustments  to  changing  market  conditions.  Com¬ 
petitive  markets  and  the  opportunity  to  move  into  any  line  of  endeavor 
within  the  limits  established  by  personal  aptitudes,  technological  needs,  and 
market  demands  are  essential  conditions  of  a  strong  enterprise  system. 

A  further  responsibilty  of  leaders  of  management  and  labor  in  a  free 
economy  derives  from  the  fact  that  concentrations  of  power  place  in  their 
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hands  the  ability  to  take  actions  that,  through  the  sensitive  network  of  our 
economic  system,  significantly  affect  the  Nation  as  a  whole. 

Specifically,  business  and  labor  leadership  have  the  responsibility  to  reach 
agreements  on  wages  and  other  labor  benefits  that  are  fair  to  the  rest  of 
the  community  as  well  as  to  those  persons  immediately  involved.  Nego¬ 
tiated  wage  increases  and  benefits  should  be  consistent  with  productivity 
prospects  and  with  the  maintenance  of  a  stable  dollar.  And  businesses  must 
recognize  the  broad  public  interest  in  the  prices  set  on  their  products  and 
services. 

The  full  burden  of  avoiding  price  inflation,  which  is  an  ever  present  haz¬ 
ard  in  an  expanding  economy  operating  close  to  capacity,  cannot  be  success¬ 
fully  carried  by  fiscal  and  inonetar)’  restraints  alone.  To  place  this  burden 
on  them  would  invite  the  risk  of  producing  effects  on  the  structure  and 
functioning  of  our  economy  which  might,  in  the  years  ahead,  impair 
the  vitality  of  competitive  enterprise.  .\nd  failure  to  accept  the  respon¬ 
sibilities  inherent  in  a  free  economy  could  lead  to  demands  that  they  be 
assumed  by  Government,  with  the  increasing  intervention  and  loss  of  free¬ 
dom  that  such  an  approach  inevitably  entails.  The  successful  extension  of 
prosperity  with  price  stability  must  be  a  cooperative  effort  in  which  the  poli¬ 
cies  of  individuals  and  economic  groups  and  of  all  levels  of  Government  arc 
consistent  with  one  another  and  mutually  reinforcing. 

'I'hcrc  is  much  that  the  last  four  years  can  teach  us  of  the  opportunities 
inherent  in  a  free  economy  and  the  responsibilities  of  Government  and  of 
citizens  for  helping  to  realize  them.  Accordingly,  this  Report  first  gives  a 
brief  account  of  economic  developments  and  policies  in  1953-56.  This  is 
followed  by  a  more  detailed  record  of  economic  developments  in  1956  and 
of  the  policies  which  Government  adopted  during  that  year  to  help  main¬ 
tain  stable  economic  growth.  Finally,  proposals  are  set  forth  to  help  extend 
prosperity  into  the  future,  to  strengthen  competitive  enterprise,  and  to  in¬ 
crease  our  ability  to  achieve  further  improvements  in  national  well-being. 


Chapter  2 

Economic  Growth  and  Improvement,  1953-56 


1''HE  ECONOMIC  REPORT  transmitted  to  the  Congress  in  January 
1954  called  attention  to  the  opportunity  afTorded  by  the  endinej  of  the 
conflict  in  Korea  to  turn  the  productive  capacity  of  the  Nation  increasingly 
to  peaceful  purposes  and  thereby  to  undertake  a  sustained  improvement  in 
living  standards.  It  also  set  forth  the  main  lines  along  which  the  Federal 
Government  proposed  to  move  toward  this  goal  and  to  seek  to  fulfill  its 
mandate  under  the  Employment  Act  of  1946  to  promote  maximum  em¬ 
ployment,  production,  and  purchasing  power.  Although  the  Economic 
Reports  of  the  past  few  years  have  described  the  improvements  in  living 
that  have  been  achieved  and  the  policies  followed  to  promote  stable  eco¬ 
nomic  growth,  it  may  be  useful  to  review  briefly  the  developments  of  the 
four  years,  1953-56.  Phis  review  will  provide  both  a  record  of  achieve¬ 
ment  in  a  free  economy  and  guidance  for  the  years  ahead. 

The  period  was  one  of  growth  in  our  own  economy  and  in  the  economies 
of  other  free  nations,  and  witnessed  clear  gains  in  the  well-being  of  the 
American  people.  The  course  of  expansion  was  not  entirely  even,  however, 
and  the  capacity  of  our  economy  to  adapt  to  extensive,  and  in  some  cases 
sharp,  changes  was  repeatedly  tested.  The  agricultural  sector  faced  espe¬ 
cially  difficult  problems  of  adjustment.  The  rapidly  changing  conditions 
in  the  economy  as  a  whole,  as  well  as  in  particular  sectors,  called  for  a  high 
degree  of  flexibility  in  Government  policies  affecting  economic  growth  and 
stability.  Successive  sections  of  this  chapter  sketch  this  record  of  economic 
growth,  of  improvement  in  well-being,  and  of  adjustment  to  economic 
change. 

Growth  of  Economic  Acxivrn’ 

Increasing  numbers  of  our  people  have  been  seeking  and  finding  employ¬ 
ment  during  the  past  four  years.  The  number  of  persons  in  the  labor  force 
in  1956,  including  those  in  the  military’  services,  was  almost  4  million  more 
than  in  1952;  and  the  decline  of  750,000  in  the  armed  forces  in  this 
period  released  an  additional  number  for  civilian  employment  (Chart  1). 
During  1954  the  growth  in  the  labor  force  was  relatively  slow;  but  in 
the  past  two  years  the  rate  of  growth  was  unusually  rapid.  Along  with  this 
increase  in  the  labor  force,  the  number  of  persons  employed  rose  by 
about  4  million.  Although  unemployment  increased  diu'ing  1953-.54 
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Economic  Expansion,  1952-56 

Civilian  labor  force  and  employment  increased. 
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contraction  of  economic  activity,  it  has  since  fallen  to  less  than  4  percent 
of  the  labor  force,  and  a  significant  number  of  the  unemj)loy('d  are  jiersons 
newly  drawn  into  the  labor  force  who  are  counted  as  unemployed  while 
seeking  work. 

The  employment  of  growing  numbers  of  persons  has  been  accompanied 
by  increases  in  the  efficiency  of  our  productive  system.  The  output  of 
goods  and  services  expanded  in  1956  to  the  new  high  figure  of  $112  billion. 
Expressed  in  dollars  of  constant  purchasing  power,  this  is  12.5  percent 
more  than  was  produced  in  1952.  With  an  employment  increase  of  6  per¬ 
cent  during  these  years  and  a  modest  decline  in  average  working  hours,  the 
gain  in  output  reflects  a  sizable  improvement  in  productivity.  However, 
changes  in  productivity  have  historically  been  uneven  from  year  to  year,  and 
the  last  four  years  have  been  no  exception.  In  the  expansion  of  early  1953, 
and  again  in  the  recovery  of  1955,  productivity  gains  were  quite  large.  On 
the  other  hand,  advances  in  productivity  were  small  during  the  1953-54 
contraction  and  again  in  1956. 

Since  purchases  of  military'  goods  by  the  Federal  Government  were  re¬ 
duced  sharply  in  the  four-year  period,  over-all  measures  of  the  increase 
in  national  output  do  not  fully  reveal  the  rise  in  the  flow  of  goods  and  serv¬ 
ices  available  for  civilian  use  (Chart  2).  The  1953-54  adjustment  to  a 
lower  level  of  defense  expenditures  made  it  possible  to  devote  an  increasing 
proportion  of  the  economy’s  resources  to  the  output  of  goods  and  scr\  ices  for 
consumers,  to  the  enlargement  of  productive  capacity,  and  to  the  needs  of 
State  and  local  governments.  While  total  gross  national  product  in  constant 
dollars  rose  about  12.5  percent,  consumer  expenditures,  private  investment 
outlays,  and  State  and  local  purchases  of  goods  and  services  increased  sub¬ 
stantially  more.  Together,  these  three  sectors  of  our  economy  accounted  for 
88  percent  of  all  purchases  of  goods  and  sei-vices  in  1956,  compared  with  81- 
percent  in  1952. 

The  Nation’s  productive  plant  and  equipment  have  been  notably  ex¬ 
panded  and  improved.  Since  1952,  business  firms  and  farmers  have  spent 
over  $150  billion  to  increase  capacity  and  replace  worn  out  and  obsolete 
facilities.  The  growth  in  the  physical  stock  of  equipment  appears  to  have 
been  especially  large,  perhaps  as  much  as  one-quarter.  .Also,  important 
advances  in  technology  have  improved  the  quality  and  efficiency  of  plant 
and  equipment.  These  investment  outlays  contain  the  promise  of  greater 
national  output  and  better  living  in  the  years  ahead. 

As  would  be  expected  in  a  growing  economy  in  which  production  tech¬ 
niques  and  patterns  of  demand  are  continually  changing,  not  all  industries 
shared  equally  in  the  expansion.  For  some  industries  with  a  strong  growth 
component,  notably  chemicals,  aluminum,  and  electric  power,  output  in¬ 
creased  throughout  the  period;  production  in  certain  other  industries, 
whose  output  fell  substantially  in  1954,  advanced  rapidly  in  both  1955 
and  1956;  and  the  output  of  still  other  industries,  such  as  automobiles  and 
home  building,  which  had  been  particularly  high  in  1955,  declined  in  1956. 
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CHART  2 


Change  in  Composition  of  Output,  1952  to  1956 

Lower  national  security  purchases  allowed  a  larger  proportion  of 
output  to  be  devoted  to  pri,vate  consumption  and  investment. 
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I’he  {rrowth  of  iiuoinr  n'ccivcd  by  individuals  is  another  indication  of 
the  increased  economic  activity  of  the  last  four  years.  Personal  income 
disbursed  to  individuals  rose  from  $276  billion  in  1952  to  $331  billion 
in  1956.  Desj)ite  some  contraction  in  the  flow  of  incomes  in  the  latter 
part  of  1953  and  early  1954,  the  total  for  each  year  during  the  four-year 
period  was  higher  than  for  the  preceding  one.  Personal  incomes  after 
taxes  also  rose  rapidly,  reflecting  both  the  increase  in  incomes  received  and 
tjie  1954  reduction  in  personal  tax  rates. 

I'his  expansion  resulted  in  a  clear  improvement  in  income  per  person. 
1  he  1956  average  weekly  earnings  of  production  workers  in  manufacturing, 
for  example,  were  $80.13,  a  rise  of  $12.16  a  week  over  1952.  Even  after 
allowance  for  the  2.3  percent  increase  in  consumer  prices  which  occurred 
between  1952  and  1956,  the  gain  in  weekly  earnings  amounted  to  over 
$10.50.  Not  only  did  those  who  work  for  wages  and  salaries  make  sub¬ 
stantial  absolute  gains  during  the  period;  their  share  of  income  also  rose. 
Labor  income — that  is,  tlie  sum  of  wages,  salaries,  social  security  benefits, 
and  related  payments — constituted  75.8  percent  of  total  personal  incomes 
disbursed  in  1956,  compared  with  73.8  percent  in  1952. 

The  income  of  business  proprietors  and  professional  people  also  expanded. 
Farm  income  continued  to  decline  through  1955,  but  some  improvement 
took  place  in  1956.  Dividend  payments  increased  each  year,  although 
corporate  profits  fluctuated  more  than  other  forms  of  income. 
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'I'his  rrrord  of  oxj)aiKling  eiuployniciit,  production,  and  iiuoincs  shows 
that  \vc  do  well  to  place  primary  reliance  for  economic  growth  and  improve¬ 
ment  on  competitive  enterprise.  It  demonstrates  anew  that  such  an  econ¬ 
omy,  operating  in  an  environment  that  provides  the  incentives  needed  for 
the  full  utilization  and  improvement  of  economic  resources,  has  vast  poten¬ 
tialities  for  advancement  of  material  welfare.  The  competitive  economy’s 
growing  productiveness  is  based  on  the  fact  that  it  provides  increasing 
amounts  of  capital  for  the  use  of  each  worker  and  encourages  the  maximum 
use  of  the  energies  and  talents  of  the  individual.  Through  the  organ¬ 
izing  influence  and  discipline  of  competitive  markets,  these  powerful  forces 
are  employed  to  mc'et  the  needs  and  preferences  of  the  consumer  as  ex¬ 
pressed  in  the  market  pkace.  .Xnd  all  this  is  accomplished  within  a  frame¬ 
work  of  free  institutions  and  individual  choice.  Essentially,  the  record 
reveals  the  opportunity  that  a  free  economy  affords  for  the  betterment  of 
well-being. 

The  period  has  also  been  one  of  improvement  in  the  economies  of  othei 
nations  of  the  free  world.  Vigorous  economic  growth  has  characterized  the 
industrialized  countries  of  W  estern  Europe  and  also  Catiada  and  Japan.  In 
each  of  these,  the  flow  of  goods  and  sei-vices  to  ct)nsumers  and  the  additions 
made  to  productive  plant  and  equipment  ha\  e  im  t  eased  materially.  Sub¬ 
stantial  progress  has  also  been  made  in  many  of  the  nations  that  are  eco¬ 
nomically  less  developt'd,  although  the  rate  of  growth  has  varied  wideK 
among  them. 

A  remarkable  strengthening  of  international  trade  and  fmante  has 
taken  place.  Trade  among  the  nations  of  the  free  world  rose  from  less 
than  $74  billion  in  1952  to  approximately  $93  billion  in  1936.  Responding 
to  economic  expansion  at  home  and  abroad  and  to  the  gradual  lelaxation 
of  trade  controls,  our  foreign  trade  and  investment  ha\  e  increased  markedlv; 
both  exports  and  imports  were  at  record  levels  in  1956.  Following  a  decline 
for  a  short  time  after  the  termination  of  the  Korean  conflict,  nonmilitarv 
exports  of  goods  and  services  increased  during  1954.  thus  helping  to  sustain 
business  activity  in  this  country.  The  expansion  of  these  exports  was  ex¬ 
tended  in  1955  and  1956,  in  the  latter  year  reaching  about  $23  billion, 
approximately  28  pc'rcent  more  than  in  1952.  Imports  of  goods  and  services 
followed  the  trend  of  domestic  business  activity  more  closely,  falling  in  1954 
and  rising  in  the  next  two  years.  In  1956,  they  totaled  almost  $20  billion, 
some  25  percent  above  their  total  four  years  earlier  (Chart  3). 

Although  Government  grants  and  credits  still  financed  a  sizable  amount  of 
our  exports,  increasing  reliance  was  placed  on  private  trade  and  investment 
during  the  past  four  years.  Net  private  investment  abroad  of  United  States 
funds  was  at  a  new  high  in  1956.  While  expanding  their  purchases  of  gtxids 
and  services  from  the  United  States,  other  countries  have  added  about  $7 
billion  to  their  gold  and  dollar  reserves  since  1952.  The  increase  in  thi*se 
reserves,  which  were  severely  depicted  during  and  after  World  War  II,  is 
traceable  largely  to  our  imports  of  goods  and  services  and  to  our  mili- 
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CHART  3 
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tar>'  I'xpcnditurrs  abroad.  Further  expansion  of  nonmilitary-  exports  will 
continue  to  depend,  fundamentally,  upon  the  volume  of  our  imports  and 
the  amount  of  private  United  States  investment  in  foreign  countries. 

I'he  sharpest  expansion  in  our  exports  has  been  in  shipments  to 
industrialized  countries  with  high  per  capita  incomes,  which  are  often 
competitive  with  us,  and  to  certain  less  developed  countries  in  which  the 
rate  of  economic  expansion  has  recently  been  high.  This  fact  strongly 
suggests  the  economic  advantage  to  this  country  which  can  accrue  from 
economic  development  abroad.  When  trade  is  conducted  on  a  nondis- 
criminatory,  multilateral  basis,  it  is  natural  to  expect  tliat  prosperity  else¬ 
where  will  be  reflected  in  an  increased  demand  for  the  products  of  our 
farms,  mines,  and  factories.  Such  has  been  the  ca.se  in  the  last  four  years. 


Improvement  in  Level  of  Living 

The  rise  in  real  incomes  which  was  described  above  reached  to  all  income 
levels.  Whereas  27.1  million  families,  or  54  percent  of  the  total,  had  in¬ 
comes  before  taxes  of  more  than  $4,000  in  1952,  30.6  million,  or  59  percent 
of  the  total,  had  incomes  of  this  amount  in  1955.  Data  are  not  yet  avail¬ 
able  on  the  distribution  of  incomes  in  1956,  but  other  evidence  indicates 
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that  the  improvement  continued.  Since  the  cost  of  living  rose  only 
slightly  over  this  period,  most  of  the  increase  in  money  incomes  represented 
an  actual  gain  in  well-being.  Expressed  in  dollars  of  constant  purciiasing 
power,  per  capita  personal  income  rose  10  percent  after  taxes  and  consumer 
expenditures  1 1  percent.  Some  indicators  of  the  increa'e  and  dilTusion 
of  well-being  in  recent  years  arc  given  in  Chart  4  and  Appendix  D. 
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Striking  achievements  were  made  in  housing.  The  5  million  dwelling 
units  that  were  constructed  exceeded  the  number  built  in  any  other  four- 
year  period  and  substantially  enlarged  the  housing  stock  available  to  the 
American  people.  There  were  improvements  in  the  size,  design,  and  equip¬ 
ment  of  new  homes,  and  sizable  outlays  for  repairs  and  alterations  added 
to  the  comfort  and  convenience  of  existing  homes.  A  growing  proportion 
of  our  homes  were  owner  occupied — 60  percent  in  1956,  compared  with 
55  percent  in  1950. 

During  the  four-year  period,  24.5  million  new  automobiles  were  bought, 
and,  even  though  large  numbers  of  old  cars  were  scrapped,  the  number  of 
automobiles  increased  1 1  million.  Consumers  also  purchased  large  quan¬ 
tities  of  other  durable  goods — especially  household  appliances. 

The  increase  in  the  ownership  of  homes  and  of  consumer  durable  goods 
entailed  a  large  increase  in  debt.  Short-  and  intermediate-term  consumer 
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debt  increased  $15  billion,  or  53  percent,  from  December  1952  to  De¬ 
cember  1956;  home  mortgage  debt  rose  $40  billion,  or  69  percent.  On 
the  other  hand,  American  families  made  large  additions  to  their  financial 
assets.  Consumer  holdings  of  bank  deposits,  savings  bonds,  and  other  se¬ 
lected  financial  assets  were  about  one-fourth  higher  in  1956  than  in  1952. 
Provisions  for  personal  security  were  also  improved  by  large  increases  in 
the  number  of  persons  covered  by  life  and  medical  insurance  and  in  the 
degree  of  protection  afforded,  as  well  as  by  governmental  social  security 
programs. 

Participation  in  and  support  of  religious,  cultural,  educational,  and 
civic  activities  are  more  extensive  than  ever  before.  Church  member¬ 
ship  has  increased  markedly,  and  recent  years  have  witnessed  a  sharp  rise 
in  the  construction  of  church  and  related  buildings.  Outlays  for  librar>’ 
construction  have  been  large,  and  book  circulation  and  publication  have 
exceeded  any  previous  records.  Greatly  increased  amounts  of  resources  are 
being  devoted  to  education  at  all  levels.  Public  and  private  outlays  on  con¬ 
struction  of  educational  buildings  totaled  $3.1  billion  in  1956,  a  rise  of  57 
percent  in  four  years;  and  private  grants  and  gifts  for  higher  education  are 
estimated  to  have  increased  about  two-thirds. 

This  is  a  gratifying  record  of  the  improvement  in  the  level  of  living  that 
can  be  achieved  through  a  vigorous  competitive  economic  system.  In  par¬ 
ticular,  it  shows  the  capacity  of  such  a  system  to  bring  about  a  widespread 
participation  in  the  benefits  of  economic  expansion.  But  much  room  for 
improvement  remains. 

Although  average  incomes  have  increased  substantially,  the  incomes  of 
many  Americans  are  still  inadequate.  Some  in  the  low-income  group 
arc  older  persons,  beyond  the  employable  age ;  others  suffer  from  illness  or 
are  handicapped  by  lack  of  adequate  training,  education,  or  knowl¬ 
edge  of  better  job  opportunities.  .Also,  some  areas  have  failed  to  share 
in  the  general  economic  expansion;  certain  communities  have  had  rela¬ 
tively  high  levels  of  unemployment  over  protracted  periods.  Considerable 
progress  was  made  in  the  last  four  years,  however,  under  various  private 
and  governmental  programs  aimed  at  meeting  these  problems  and  at 
strengthening  personal  security.  Proposals  are  put  forward  in  Chapter  4 
for  broadening  and  strengthening  these  activities  of  Government. 

Problems  of  Acricultlral  Adjustment 

The  basic  problem  of  the  agricultural  sector  of  the  economy  in  recent 
years  has  been  a  persistent  tendency  for  production  to  outrun  commercial 
demands.  In  response  to  a  rapidly  advancing  technology  and  remunerative 
price  supports,  farm  output  has  risen  since  1952  (Chart  5).  Consumption 
and  exports  have  failed  to  increase  correspondingly.  Reflecting  these  facts, 
and  the  sharp  decline  in  exports  in  1952-53,  stocks  of  surplus  farm  products 
have  accumulated.  Before  the  1954  harvest  could  be  affected  by  acreage 
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that  the  iinprovcnicnt  continued.  Since  tlie  cost  of  living  rose  only 
slightly  over  this  period,  most  of  the  increase  in  money  incomes  represented 
an  actual  gain  in  well-being.  Expressed  in  dollars  of  constant  purchasing 
power,  per  capita  personal  income  rose  10  percent  after  taxes  and  consumer 
expenditures  1 1  percent.  Some  indicators  of  the  increase  and  dilTusion 
of  well-being  in  recent  years  are  given  in  Chart  4  and  Appendix  D. 
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Striking  achievements  were  made  in  housing.  The  5  million  dwelling 
units  that  were  constructed  c.xcceded  the  number  built  in  any  other  four- 
year  period  and  substantially  enlarged  the  housing  stock  available  to  the 
American  people.  There  were  improvements  in  the  size,  design,  and  equip¬ 
ment  of  new  homes,  and  sizable  outlays  for  repair's  and  alterations  added 
to  the  comfort  and  convenience  of  existing  homes.  A  growing  proportion 
of  our  homes  were  owner  occupied — 60  percent  in  1956,  compared  with 
55  percent  in  1950. 

During  the  four-year  period,  24.5  million  new  automobiles  were  bought, 
and,  even  though  large  numbers  of  old  cars  were  scrapped,  the  number  of 
automobiles  increased  11  million.  Consumers  also  purchased  large  quan¬ 
tities  of  other  durable  goods — especially  household  appliances. 

The  increase  in  the  ownership  of  homes  and  of  consumer  durable  goods 
entailed  a  large  increase  in  debt.  Short-  and  intermediate-term  consumer 


lo 


debt  increased  $15  billion,  or  53  percent,  from  December  1952  to  De¬ 
cember  1956;  home  mortgage  debt  rose  $40  billion,  or  69  percent.  On 
the  other  hand,  American  families  made  large  additions  to  their  financial 
assets.  Consumer  holdings  of  bank  deposits,  savings  bonds,  and  other  se¬ 
lected  financial  assets  were  about  one-fourth  higher  in  1956  than  in  1952. 
Provisions  for  personal  security  were  also  improved  by  large  increases  in 
the  number  of  persons  covered  by  life  and  medical  insurance  and  in  the 
degree  of  protection  afforded,  as  well  as  by  governmental  social  security 
programs. 

Participation  in  and  support  of  religious,  cultural,  educational,  and 
civic  activities  are  more  e.xtensive  than  ever  before.  Church  member¬ 
ship  has  increased  markedly,  and  recent  years  have  witnessed  a  sharp  rise 
in  tlie  construction  of  church  and  related  buildings.  Outlays  for  library' 
construction  have  been  large,  and  book  circulation  and  publication  have 
exceeded  any  previous  records.  Greatly  increased  amounts  of  resources  are 
being  devoted  to  education  at  all  levels.  Public  and  private  outlays  on  con¬ 
struction  of  educational  buildings  totaled  $3.1  billion  in  1956,  a  rise  of  57 
percent  in  four  years;  and  private  grants  and  gifts  for  higher  education  are 
estimated  to  have  increased  about  two-thirds. 

This  is  a  gratifying  record  of  the  improvement  in  the  level  of  living  that 
can  be  achieved  through  a  vigorous  competitive  economic  system.  In  par¬ 
ticular,  it  shows  the  capacity  of  such  a  system  to  bring  about  a  widespread 
participation  in  the  benefits  of  economic  expansion.  But  much  room  for 
improvement  remains. 

Although  average  incomes  have  increased  substantially,  the  incomes  of 
many  Americans  are  still  inadequate.  Some  in  the  low-income  group 
are  older  persons,  beyond  the  employable  age;  others  suffer  from  illness  or 
are  handicapped  by  lack  of  adequate  training,  education,  or  knowl¬ 
edge  of  better  job  opportunities.  Also,  some  areas  have  failed  to  share 
in  the  general  economic  expansion;  certain  communities  have  had  rela¬ 
tively  high  levels  of  unemployment  over  protracted  periods.  Considerable 
progress  was  made  in  the  last  four  years,  however,  under  various  private 
and  governmental  programs  aimed  at  meeting  these  problems  and  at 
strengthening  personal  security.  Proposals  are  put  forward  in  Chapter  4 
for  broadening  and  strengthening  these  activities  of  Government. 

Problems  of  Agricultur.\l  Adjustment 

The  basic  problem  of  the  agricultural  sector  of  the  economy  in  recent 
years  has  been  a  persistent  tendency  for  production  to  outrun  commercial 
demands.  In  response  to  a  rapidly  advancing  technology  and  remunerative 
price  supports,  farm  output  has  risen  since  1952  (Chart  5).  Consumption 
and  exports  have  failed  to  increase  correspondingly.  Reflecting  these  facts, 
and  the  sharp  decline  in  exports  in  1952-53,  stocks  of  surplus  farm  products 
have  accumulated.  Before  the  1954  harvest  could  be  affected  by  acreage 
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allotments,  caiT\-overs  of  wheat  and  cotton  had  risen  to  about  times 
those  of  1952  and  the  carr>’-over  of  coin  had  nearly  doubled  (see  Chart  1 1, 
p.  31 ) .  Partly  as  a  by-product  of  large  cotton  crops,  stocks  of  food  fats  also 
nearly  doubled.  Substantial  shifts  were  subsecjuently  made  in  crop  acre¬ 
ages — predominantly  out  of  wheat  and  cotton — hut  large  parts  of  this 
cropland  were  diverted  to  the  production  of  feed  grains,  with  the  result 
that  markets  for  a  widening  range  of  commodities  have  been  threatened 
by  excessive  supplies. 

These  developments  in  output  and  stocks  have  been  rellected  in  farm 
prices  and  income.  For  nearly  five  years  the  index  of  prices  received  by 
fanners  moved  persistently  downward  from  the  peak  reached  in  February 
1951  under  the  inflationar>-  impact  of  the  Korean  conllict.  Hut  because  the 
volume  of  farm  marketings  increased,  realized  gross  farm  ini  oiiie  in  195b 
was  only  1  percent  below  the  high  level  attained  in  1947,  before  agricultural 
production  abroad  had  recovered  from  wartime  dislocation.  However,  the 
newer  techniques  of  production  and  a  delayed  rise  in  prices  j)aid  by  farmers 
raised  farm  expenses  more  than  one-quarter  in  the  interim,  and  net  farm 
income  was  accordingly  reduced  substantially. 

These  conditions  have  naturally  tended  to  bring  about  an  extensive  and 
difficult  transition  in  agriculture.  In  general,  adjustments  have  been  in  the 
direction  of  a  better  balanced  farm  economy.  Most  of  the  decline  in  the 
total  number  of  farms  has  been  among  units  that  yield  inadequate  income  to 
their  operators;  the  number  of  moderate-sized  family  fanns  has  increased; 
and  the  proportion  of  farms  owned  in  whole  or  in  part  by  the  farm  ojierator 
has  risen.  The  value  of  farm  assets  has  increased  in  recent  years,  and 
farmers’  equities  are  at  a  record  high  level,  .\lthough  total  farm  debt  has 
increased  every  year  since  1946,  the  mortgage  debt  component  is  now  only 
slightly  higher  in  relation  to  the  value  of  farm  real  estate  than  in  the  most 
favorable  years  on  record.  Debt  repayments  have  proceeded  largely  on 
schedule,  and  foreclosure  rates  arc  low.  Farm  families  have  added  to  their 
holdings  of  consumer  durable  goods  at  a  rapid  rate  and,  as  usual,  with  less 
resort  to  consumer  credit  than  is  customar\'  among  urban  families.  In 
short,  agriculture  as  a  whole  has  made  gains,  though  its  income  is  not  as 
high  as  in  years  of  e.xceptional  war  and  postwar  demands. 

Forces  and  conditions  originating  in  the  nonfarm  sectors  of  the  economy 
have  to  some  extent  contributed  to  agriculture’s  adjustment  problems.  As 
individual  incomes  rise,  certain  major  farm  products,  such  as  wheat  and  cot¬ 
ton,  meet  severe  competition  from  other  desired  consumer  goods.  Jointly 
with  increases  in  efficiency,  these  demand  factors  have  tended  historically  to 
reduce  agriculture’s  proportion  of  employment,  population,  and  national 
income.  And  conditions  in  the  nonfarm  economy  have  a  direct  impact  on 
farm  costs;  for  example,  the  prices  of  tractors  and  farm  machinery  reflect 
the  pressure  of  general  industrial  demand,  and  the  price  and  supply  of 
fertilizers  respond  more  to  factors  at  work  in  the  chemical  industry’  than  to 
those  originating  in  farming. 
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Some  trends  in  the  nonfarm  sectors  of  the  economy  have  operated 
distinctly  in  agriculture’s  favor.  Increasing  population  and  rising  incomes 
have  sustained  total  domestic  consumption  of  farm  products.  Higher  real 
incomes  have  increased  the  demand  for  livestock  products,  and  industrial 
technology  has  created  new  market  opportunities  for  the  vegetable  oilseeds. 
General  prosperity  has  widened  job  opportunities  for  farm  people  outside 
agriculture,  and  farm  «‘arnings  have  been  increasingly  supplemented  by 
off-farm  employment. 

In  the  immediate  situation,  however,  efforts  to  stabilize  fann  income  have 
led  to  Government  activities  on  a  broad  scale.  These  have  involved  not 
only  substantial  jniblic  expenditures  but  also  serious  encroachment  on  the 
private  marketing  system.  Net  budget  expenditures  on  behalf  of  agricul¬ 
ture,  which  arc  an  indication  of  the  immediate  fiscal  burden  though  not 
necessarily  of  the  ultimate  cost  to  the  Treasurv’,  now  account  for  almost  one- 
quarter  of  the  Federal  budget  excluding  national  security  expenditures  and 
interest  on  the  public  debt.  The  six  so-called  “basic”  commodities  weie 
supported  at  90  percent  of  parity  through  1954,  and  dairy  products  likewise 
until  early  in  that  year,  liven  under  the  somewhat  more  flexible  scale  in 
effect  since  then,  supjxirt  k  vels  are  frequentlv  the  most  important  single 
factor  in  determining  the  prices  prevailing  in  a  number  of  commodity 
markets.  The  Gommodity  CTedit  Corporation  has  become  a  major  oper¬ 
ating  unit  in  our  economy,  with  a  statutory  borrowing  authority  of  $14.5 
billion  and  an  outstanding  debt  of  more  than  $11  billion  to  the  United 
States  Treasury.  Its  investment  in  price-support  loans  and  inventories 
increased  nearly  $7  billion  between  June  30,  1952  and  June  30,  1956, 
despite  the  disposal  of  commodities  valued  at  about  the  same  amount. 
.\mong  shipments  overseas,  there  has  been  a  marked  increase  in  commodi¬ 
ties  moving  under  Government  programs  concurrently  with  a  decline  in 
unsubsidized,  commercial  exports  (Chart  6).  The  implications  of  these 
measures  for  agriculture  and  for  the  economy  in  general  emphasize  the 
inij)ortance  for  sustainable  agricultural  improvement  of  the  policy  objec¬ 
tives  of  the  last  four  years — wider  freedom  for  our  commercial  farmers 
in  managing  their  own  enterprises,  appropriate  shifts  in  the  use  of  the 
Nation’s  cropland,  an  improved  system  of  price  supports,  and  research 
into  new  products,  markets,  and  uses. 

Adjustment  to  Economic  Change 

1  he  last  four  years  have  demonstrated  the  ability  of  the  Nation’s  private 
economy  to  expand,  to  provide  an  increasing  number  of  jobs,  and  to  raise 
levels  of  living.  Also,  they  have  tested  the  capacity  of  our  economy  to  adjust 
to  large  changes  in  the  pattern  of  demand  and  the  effectiveness  of  public 
policies  designed  to  promote  growth  and  stability.  Because  the  stabilization 
problem  is  continually  changing  in  a  dynamic  economy,  policies  aimed  at 
promoting  stable  growth  must  be  flexible.  This  fact  was  well  illustrated 
in  the  last  four  years,  in  which  the  problem  shifted  from  one  of  helping  to 
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contain  contractive  forces  and  to  bring  about  an  early  recovery  in  1953-54 
to  one  of  restraining  inflationary’  pressures  in  1955-56. 

Government  policies  aided  significantly  in  preventing  the  declines  in 
inventory  and  defense  expenditures  during  1953  and  1954  from  causing  a 
severe  recession,  and  they  contributed  to  the  subsequent  recovery.  Legisla¬ 
tive  reductions  in  tax  rates  and  changes  in  the  tax  structure,  and  the  reduc¬ 
tion  in  tax  liabilities  which  automatically  accompanies  declining  incomes, 
helped  maintain  disposable  personal  incomes  (Chart  7) .  Similarly,  incomes 
were  supplemented  by  payments  made  under  our  unemployment  insurance 
and  social  securitv  programs.  Tax  measures  increased  the  means  and  the 
incentives  for  business  outlays  on  capital  goods,  and  ample  credit  was  made 
available  on  favorable  terms.  These  measures  became  effective  promptly, 
before  the  forces  leading  to  a  downturn  could  gather  momentum  and  spread 
through  the  economy. 

The  extent  to  which  the  recession  was  contained  and  the  vigor  of  the 
recovery  that  followed  are  shown  in  broad  measures  of  employment,  pro¬ 
duction,  and  income.  Total  civilian  employment,  which  had  been  62.3 
million  on  a  seasonally  adjusted  basis  in  the  second  ejuarter  of  1953,  the 
period  of  peak  activity,  declined  to  61.1  million  in  the  third  quarter  of  1954. 
In  the  same  period,  gross  national  product  measured  in  constant  prices  fell 
3  percent.  Personal  disposable  income,  which  had  been  at  an  annual 
rate  of  $251  billion  in  the  second  quarter  of  1953,  actually  rose  to  $254 
billion  in  the  third  quarter  of  1954.  With  incomes  well  maintained, 
the  physical  volume  of  consumer  purchases  declined  only  1  percent  from 
the  second  quarter  to  the  fourth  quarter  of  1953,  and  then  rose  to  a  new 
high  in  the  second  cjuarter  of  1954.  Residential  construction  outlays 
measured  in  constant  prices  fell  slightly  in  the  second  half  of  1953,  but 
increased  sharply  thereafter.  Business  construction  expenditures  began 
rising  in  late  1953;  even  though  purchases  of  producers’  equipment  con¬ 
tinued  to  decline,  total  fixed  investment  expenditures  rose  throughout  1954, 
and  in  the  third  quarter  surpassed  their  1953  peak.  State  and  local  expen¬ 
ditures  increased  each  quarter  during  the  recession. 

In  the  recovery  period,  taken  from  the  third  quarter  of  1954  through  the 
second  quarter  of  1955,  total  civilian  employment  rose  about  2/2  percent, 
to  62.7  million;  and  gross  national  product,  personal  disposable  income,  and 
consumer  purchases  of  goods  and  ser\iccs  each  increased  about  7  percent, 
all  measured  in  constant  prices.  During  the  remainder  of  1955,  economic 
activity  continued  to  increase  vigorously;  there  were  substantial  gains  in 
employment,  production,  and  real  incomes.  While  wholesale  prices  of 
industrial  goods  began  to  rise  appreciably  after  the  middle  of  the  year,  con¬ 
sumer  prices,  on  the  average,  remained  stable. 

As  strong  expansionary  forces  began  to  be  felt,  the  policies  pursued  dur¬ 
ing  the  second  half  of  1953  and  1954  were  modified  toward  the  end  of  the 
latter  year.  The  Federal  Reserve  authorities  reduced  slightly  the  degree 
of  credit  ease  that  had  prevailed.  In  January  1955  a  Federal  budget  which 
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brought  cash  receipts  and  expenditures  into  balance  was  recommended. 
This  required  tlie  postponement  of  corporate  and  excise  tax  reductions 
.scheduled  for  April  1955,  which  was  requested  of,  and  granted  by,  the 
Congress.  As  the  recovery  became  more  firmly  established  and  economic 
activity  continued  to  expand.  Government  policies  were  increasingly  di¬ 
rected  toward  avoiding  c.xcessive  demand  pressures  and  consequent  infla- 
tionaiy  price  increases.  Since  the  rise  in  home  building  and  in  mortgage 
debt  was  particularly  sharp,  the  Administration  in  April,  and  again  in 
July,  imposed  restraints  on  the  terms  of  federally-underwritten  credit  ex¬ 
tended  for  home  purchases.  Federal  Resei^-e  authorities  moved  toward  a 
more  restrictive  credit  policy  early  in  1955,  and  maintained  it  during  the 
remainder  of  the  year. 

'Fhe  year  1956  illustrated  again  that  the  course  of  economic  events  is 
nev<  r  a  mere  extension  of  the  recent  past.  Although  many  of  the  policies 
adopted  in  1955  to  promote  economic  growth  with  price  stability  were  con¬ 
tinued  in  1956,  the  devclo{)ments  of  the  year  required  important  policy 
modifications.  7'hcse  developments  and  the  policies  followed  by  Govern¬ 
ment  are  described  in  the  following  chapter. 

'fhe  adjustments  successfully  completed  in  the  last  four  years  reveal  the 
\i‘ry  great  eapacity  of  a  free  economy  to  correct  imbalances  and  to  main¬ 
tain  growth  with  a  high  degree  of  stability.  Business  concerns  contribute 
'ignificantly  to  this  process  by  doing  a  more  systematic  and  orderly  job  of 
planning  and  scheduling  capital  outlays.  Improvements  in  economic  in¬ 
formation  make  it  possible  to  discern  maladjustments  before  they  reach 
serious  proportions.  Fluctuations  in  economic  activity  arc  moderated  by 
the  variation  of  Federal  tax  receipts  which  accompanies  changes  in  income, 
and  by  changes  in  the  amount  of  unemployment  compensation  payments. 
.•\nd  Government  has  learned  much  about  fostering  economic  stability 
through  properly  designed  and  aptly  timed  public  policies.  The  con¬ 
traction  of  1953-54  showed  that  if  consumer  and  business  conhdcnce  is 
maintained,  and  if  appropriate  and  well-timed  6scal  and  monetary  actions 
are  taken  by  Government,  massive  programs  of  Federal  intervention  aimed 
at  countering  recessionary’  tendencies  arc  not  only  unnecessary  but  are 
wholly  undesirable.  The  experience  also  shows  that  vigorous  competitive 
enterprise  supported  by  wise  governmental  policies  can  use  the  opportunity 
provided  by  a  reduction  in  military  expenditures  to  achieve  a  signiheant 
improvement  in  our  level  of  living. 
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Chapter  3 

Economic  Developments  in  1956 

As  THE  YEAR  1936  OPENED,  an  expansion  of  some  eighteen  months’ 
■  duration  had  carried  total  production,  income,  and  employment  to  new 
high  levels.  The  over-all  expansion  jjioceeded  at  a  more  moderate  rate  in 
the  early  months  of  the  year,  and  the  small  rise  in  gross  national  product 
was  due  to  higher  prices  rather  than  to  further  increases  in  the  physical 
output  of  goods  and  ser\’iccs.  The  slowing  down  in  the  jiace  of  the  expan¬ 
sion  was  largely  attributable  to  reduced  automobile  sales  and  production, 
lower  residential  construction,  and  smaller  additions  to  inventories.  Al¬ 
though  these  downward  movements  persisted  through  the  spring  and 
summer  months,  over-all  business  activity  continued  to  advance  because  of 
strength  elsewhere,  notably  the  rapidly  rising  volume  of  expenditures  for 
plant  and  equipment.  In  the  final  quarter  automobile  production  and 
sales  turned  upward,  and  additions  to  business  inventories  increased.  The 
result  was  a  substantial  rise  in  business  activity  which,  combined  with  the 


Table  1. — Changes  in  gross  national  product  and  its  major  components,  1954-56 
[Billions  of  dollars,  sea.sonally  adjiistiHl  annual  rates] 


Item 

1 

i 

1 

1  Fourth 
quarter 

1  1»56  > 

i 

1 

1 

Third 
quarter 
'  19.54  to 
third 

1  quarter 

I  19,'>5 

Change 

1  Third 
quarter 
'  1955  to 
'  third 

1  quarter 
19.V. 

!  Third 
quarter 
195(>  to 
fourth 
quarter 
19.56  ' 

Gross  national  product . 1 

424.0  ' 

!  37.4 

j  17.0 

1  10.2 

Personal  consumption  ex{H“nditures  .  . 

271.  2 

!  20,0 

0.0 

4.  4 

Automobiles  and  parts . 

15.4 

j  6.0 

-4.  8 

1.7 

All  other  e.\i>enditurcs . 

2.W.  8 

1  14.0 

!  13. 8 

1  2.7 

Gross  private  domestic  fixed  investment  . 

4 

7.3 

1 

4.0 

I  ''  ^ 

Hesidential  construction  (nonfarm) . 

14  9 

3  0 

-1.7  1 

-.6 

Other  construction .  .. 

18.0 

2.0 

1.7 

-.  1 

l*roduccrs’  durable  equipment . 

31.  5 

2.6 

4.5 

2.0 

Change  in  business  Inventories . 

4  0 

i  8.2 

-1.7 

2.0 

Net  foreign  investment . 

Z4 

.0 

15 

.7 

Government  purcba.sos  of  goods  and  services . 

82  ,0  j 

.0 

3,7 

1.  8 

Federal  (excluding  Government  sales) . ' 

48.  3 

—1  1 

.6 

1.  I 

State  and  local . ■ 

3;i.7 

'  1.9 

3.  1 

>  Preliminary  estimates  by  Council  of  Economic  Advisers. 

Note.— Detail  will  not  necessarily  add  to  totals  becau.se  of  roimdlng. 
Source;  Department  of  Commerce  (except  as  noted). 
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smaller  increases  earlier  in  tlie  year,  carried  gross  national  product  to  an 
estimated  annual  rate  of  $424  billion  in  the  final  quarter  of  1956  (Tables 
1  and  2).  For  the  year  as  a  whole  gross  national  product  was  $412  billion. 
.About  half  of  the  increase  of  $21.5  billion  over  1955  represented  a  gain  in 
real  out[)ut,  and  the  remainder  reflected  moderately  higher  prices.  The 
number  of  persons  employed  in  1956  averaged  65.0  million,  an  increase  of 
1.8  million  above  the  preceding  year.  In  view  of  the  very  high  levels  of 
activity  that  had  already  been  reached  in  1955,  the  advance  last  year  was 
substantial  (Chart  8). 

The  Pattern  of  the  Expansion 


Foremost  among  the  sources  of  strength  in  the  economy  during  1956  was 
the  continued  expansion  in  outlays  for  new  productive  facilities.  Capital 
outlays  rose  to  an  annual  rate  of  $57  billion  by  the  end  of  1956,  almost 
20  |)('reent  above  the  level  prevailing  a  year  earlier.  The  strength  of 
investment,  which  was  particularly  notable  in  expenditures  on  equipment, 
\^as  all  the  more  remarkable  since  the  increase  came  after  a  similar  rise 
during  1955.  4'hese  unprecedented  provisions  for  new  and  improved  pro¬ 
ductive  facilities  were  the  enterprise  system’s  response  to  continued  high 
sales  in  most  sectors,  favorable  long-tenn  business  expectations,  rising  funds 
from  depreciation  charges,  and  conjpetitive  pressures  to  use  new  technologi¬ 
cal  developments. 

Tabi  E  2. — Changfs  in  production,  fmploymrrt,  and  pmonfil  income,  }Q')4~56 


1 

Pereenlaee  chance  ' 

Item 

Thin! 
quarter 
19.M  to 
third 
quarter 
1955  ! 

Third 
quarter 
19.5.5  to 
third 
quarter 
1956 

Third 
quarter 
1956  to 
fourth 
quarter 
1956 « 

rBonfcTioN 

fIroRS  national  product  (constant  prlcws) . . 

9  3 

11 

13 

Lndastrlal  prwluction . . 

13  8 

.7 

3  5 

EM  n  OYMF.NT 

Total  civilian  emplovment  •  . 

4  6 

2  2 

-.5 

Xonaitrlcullural  employment  > . 

4  5 

2  9 

4 

F,mployee.s  In  nonacrlcultural  establishment.s*  . 

4  .5 

2  3 

9 

Employees  In  manufacturlnc  establLsluncnls . 

6  0 

4 

19 

FERSONAL  incoue 

1 

Personal  Income  disbursements  • . 

8  0 

5.7 

1  9 

Disposable  iiersonal  Income  •  . 

7.8 

5.3 

17 

•  Quarterly  chances  base<l  on  sea.sonally  adjusted  data. 

•  Ha.ved  on  preliminary  data  for  fourth  quarter  iwa. 

•  Ita.sed  on  Hureaii  of  the  (’ensus  ilata.  See  Tat'le  E-17  for  definition. 

‘  Ha.sed  on  llureau  of  Labor  Statl.stles  data.  Se<'  Table  E  22  for  definition. 

•  Total  personal  Income  plus  fwrsonal  contrltmtlons  for  social  Insurartce. 

•  Total  personal  Income  le.ss  personal  taxes. 

Sourees-  Department  of  Commerce,  Foard  of  Oovemors  of  the  Fe<ieral  Re.serve  System,  Department 
of  Lobor,  and  Council  of  Etwiomlc  Advisers. 
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Capital  oullavs  him-  in  virtually  all  hranvhis  uf  produtlioii,  iiaiispoila- 
tion,  and  trade.  The  increase  during  1956  was  most  marked  in  manufac¬ 
turing,  followed  by  public  utilities.  W'itliin  manufacturing,  producers  of 
automobiles,  chemicals,  steel,  and  petroleum  products  accounted  for  most 
of  the  gain.  Investment  by  commercial  enterprises  continued  to  rise,  but 
at  a  much  slower  rate  than  during  the  preceding  year. 

Larger  expenditures  by  State  and  local  governments  added  substantially 
to  demand  in  1956.  State  and  local  governments  increased  their  spend¬ 
ing  on  goods  and  services  almost  $3  billion,  as  outlays  on  schools,  high¬ 
ways,  and  various  community  facilities  continued  to  rise.  The  expenditures 
of  State  and  local  government  units  exceeded  their  revenues,  and  their 
borrowings  in  the  capital  markets  were  again  large.  The  Federal  Govern¬ 
ment’s  fiscal  operations  helped  to  moderate  the  inflationary  pressures  that 
resulted  from  the  larger  volume  of  business  activity.  Although  Federal 
expenditures  on  goods  and  services  were  higher  in  the  second  half  of  the 
calendar  year,  as  was  the  sum  of  social  security  and  other  transfer  payments, 
tax  revenues  increased  in  response  to  the  advance  in  jirivate  incomes  and 
vielded  a  surplus  in  both  the  conventional  and  cash  budgets. 

Growing  foreign  trade  and  investment  was  another  ex])ansIonar\  factor. 
Merchandise  shipments  abroad  (excluding  military  aid  transfers),  which 
comprised  approximately  three-fourths  of  our  exports  of  goods  and  services, 
were  nearly  $3  billion  greater  than  in  1955  and  at  a  record  higli  of  $17  bil¬ 
lion  (Table  3) .  Almost  three-fourths  of  these  shipments  consisted  of  manu¬ 
factured  industrial  goods,  mostly  finished  goods.  Export  activity  was 
especially  marked  for  a  number  of  industries  confronted  by  heavy  domestic 
demands;  machineiy  exports  rose  about  24  percent  and  with  iron  and  steel 
products  and  chemicals  accounted  for  about  onc-third  of  the  $3  billion 
increase.  Expansion  of  bituminous  coal  exports  provided  an  important 
additional  market  for  that  industrv’. 

Merchandise  shipped  to  this  country,  which  comprised  almost  two-thirds 
of  our  imports  of  goods  and  services,  rose  more  than  $1  billion,  to  a  new 


Table  3. — United  States  exports  and  imports  of  goods  and  services,  1952-56 
Excluding  transfers  under  military  grant  programs 
inilllons  of  dollurs] 


Year 

1 

ExiKjrts 

lmix>rl.s 

Exiiorl 
surplus  of 
(roo<ls  and 
services  > 

1 

,  Toliil 

Ooo<ls 

Services* 

Total 

Goods 

.'tr  vices* 

19.V2.. 

.  IS.  1 

13.  .3 

4  7 

1.5.7 

10.  s 

1.9 

2  1 

1953 . . 

12.3 

4  S 

Iti  t) 

110 

5.7 

4 

1954 . 

. 1  17.9 

12.  S 

5.1 

Iti  1 

10.4 

6.7 

l.h 

1955 . 

. i  19.9 

14.3 

5.7 

17.9 

11.5 

e.  4 

2.0 

1956* . 

.  23. 1 

17.0 

6. 1 

19.7 

12.7 

7.0 

3.4 

1  Includes  Income  on  Investments. 

>  Includes  Income  on  Investments  and  United  States  mllllary  expenditures  abroad. 
»  Preliminary  estimates  by  Council  of  Economic  Advisers. 

.Vote.— Detail  will  not  necessarily  add  to  totals  becau.se  of  roundius. 

■Source;  Department  of  Commerce  (except  as  noted). 
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CHART  8 


Economic  Activity,  1954-56 

Economic  activity  rose  m  1956  .  .  . 
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high  of  nearly  $13  billion.  Half  of  our  incrchancliso  imports  consisted  of 
finished  and  semimanufactured  industrial  goods.  Larger  inllows  of  such 
items  as  structural  steel,  machinery,  nonferrous  metals  and  ferroalloys,  and 
iron  ore  and  concentrates  reflected  the  high  level  of  our  industrial  activity. 
Notable  increases  also  occurred  in  imports  of  automobiles,  paper,  cotton 
and  woolen  te.xtiles,  and,  prior  to  the  blocking  of  the  Suez  Canal,  crude 
petroleum. 

The  excess  of  exports  over  imports  was  made  possible  in  jiart  by  greater 
private  capital  Investments  abroad.  These  investments,  which  were  almost 
$1.2  billion  in  1955,  more  than  doubled  in  1956.  Most  of  the  increase  con¬ 
sisted  of  investments  in  foreign  branches  and  subsidiaries  of  L’nitc'd  Stat«'s 
corporations  in  Canada,  Western  Europe,  and  Latin  .\merica.  'I'lie  volume 
of  sales  of  Canadian  securities  to  L’nited  States  investors  was  larger  than  in 
1955.  L^nited  States  Government  loans  to  foreign  countries,  and  invest¬ 
ments  of  foreigners  in  the  United  States,  also  increased.  The  net  n'sult 
of  ,all  these  transactions,  with  private  remittances  and  nonmilitan.’  (loveun- 
ment  grants  virtually  unchanged,  was  an  addition  of  almost  $2  billion  of  net 
foreign  investment  to  gross  national  product. 

Consumer  expenditures  on  all  goods  and  services  continued  to  rise. 
But  the  gains  were  not  as  large  as  during  1955,  reflecting  a  smaller  increase 
in  incomes  and  a  greater  volume  of  savings.  A  larger  amount  of  tax  pay¬ 
ments  further  limited  the  gain  in  personal  disposable  income,  which  was 
about  $16  billion,  whereas  in  1955  the  gain  had  been  more  than  $20  billion. 
Personal  savings  accumulated  at  an  annual  rate  of  $22  billion  in  the  final 
quarter  of  1956,  compared  with  less  than  $19  billion  in  the  same  period  of 
1955.  Nonetheless,  consumers  in  the  final  quarter  of  the  year  bought  non¬ 
durable  goods  at  an  annual  rate  more  than  $6  billion  higher  than  a  year 
earlier,  and  added  at  a  similar  rate  to  their  spending  on  services.  They 
also  spent  more  on  durable  goods,  with  the  exception  of  automobiles. 

Outlays  for  automobiles  and  home  building,  which  had  risen  to  unusually 
high  levels  through  the  third  quarter  of  1955  and  had  been  a  major  exjian- 
sionarv'  factor  during  that  year,  were  a  moderating  influence  in  tlu*  economy 
through  most  of  1956.  That  total  economic  activity  could  continue  its 
upward  course  when  there  was  substantial  downward  pressure  in  these  two 
important  industries  was  one  of  the  notable  features  of  the  year. 

In  the  third  quarter  of  1956,  consumer  and  business  purchases  of  auto¬ 
mobiles,  together  with  expenditures  by  automobile  manufacturers  and  re¬ 
tail  dealers  incident  to  changes  in  inventories,  were  one-third  below  those 
in  the  same  quarter  a  year  earlier;  in  the  fourth  quarter,  however,  these 
expenditures  rose  substantially.  Consumer  purchases  of  automobiles  and 
parts,  after  a  decrease  from  an  annual  rate  of  $18.5  billion  in  the  third 
quarter  of  1955  to  $13.7  billion  in  the  third  quarter  of  1956,  increased  to  a 
rate  of  about  $15.5  billion  in  the  last  quarter,  as  new  models  were  introduced. 
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Housing'  st.u  ts,  uhic  li  had  dci  lined  duiiiii'  15>a5,  (  <jntinued  I'cneiallv 
downward  as  home  huildeis  were  faced  with  n'duced  availability  of  funds, 
higher  costs  of  land  and  construction,  and  more  selective  demand.  Ex¬ 
penditures  for  residential  building  followed  a  similar  pattern,  although  they 
declined  more  slowly,  until  their  annual  rate  in  the  fourth  quarter  of  1956 
was  $2.3  billion  below  the  peak  rate  in  the  third  quarter  of  1955.  Despite 
the  relatively  large  declines  in  Imth  housing  starts  and  expenditures,  1.1 
million  dwelling  tmits  were  built  in  1956  and  residential  construction 
expendituH's  were  higher  than  in  any  year  except  1955. 

Additions  to  inv('ntf)r\-  jdayed  a  less  important  part  in  the  expansion  of 
1956  than  in  the  re(o\ery  and  expansion  of  1954  .55,  although  they  re¬ 
mained  substantial.  During  the  first  half  of  the  year,  production  was  cut 
bat  k  and  in\ entories  were  reduced  in  a  number  of  industries  related  to  auto¬ 
mobiles  and  housing.  However,  there  were  large  increases  of  purchased- 
materials  inventories  by  durable  goods  producers  generally,  of  work-in- 
jirocess  inventories  by  manufat  turers  of  producer  eejuipment,  and  of  stocks 
of  such  nondurable  goods  as  synthetic  fibers,  cotton  and  synthetic  fabrics, 
and  gasoline,  'fotal  business  inventory  accumulation  during  the  6rst  half 
of  the  vear  was  at  an  annual  rate  of  $3.8  billion,  compared  with  $6.1  billion 
in  the  final  quarter  of  1955.  The  over-all  rate  of  accumulation  was  smaller 
in  the  third  (luarter.  as  metal  fabricating  industries  used  up  inventories 
during  the  steel  strike  and  automobile  dealers  further  reduced  their  stocks, 
riiis  moveiiH'iit  was  revers’d,  however,  in  the  closing  months  of  the  year, 
when  automobile  inanulacturtTs  and  dealers  and  some  of  their  suppliers 
rebuilt  their  stoc  ks  and  manufacturers  of  producer  equipment  continued 
their  accumulations;  these  additions  more  than  offset  reductions  in  the  rate 
of  inventory  accumulation  hv  most  industries  manufacturing  nondurable 
gcxids. 

Changes  in  industrial  production  reflected  the  year’s  shifting  pattern  of 
major  demands  (Table  4).  Early  in  the  year,  industries  affected  by  lower 
automobile  sales  experienced  substantial  declines.  Lumber  production 
was  adversely  affected  by  the  reduction  in  residential  building.  However, 
industries  that  benefited  from  the  high  capital  outlays  expanded  their 
outjnit  almost  without  Interruption  throughout  the  year.  The  output  of 
the  stone,  clay,  and  glass  industries,  influenced  by  heavy  nonresidential  con¬ 
struction  demands,  moved  up  moderately  to  a  high  in  May.  Production  of 
nondurable  manufactures  rose  slightly  during  the  latter  part  of  the  year, 
after  edging  downward  through  July.  Soft  coal  production  rose  6  percent 
above  that  in  1955  as  a  result  of  strong  domestic  and  export  demand.  At  the 
year-end,  the  Middle  East  crisis  led  to  new  high  output  of  domestic  crude 
oil. 

Despite  this  diversity  in  individual  industry  experience,  total  industrial 
production,  which  had  receded  slightly  during  the  first  half  of  the  year 
and  .sharply  in  July  as  a  result  of  the  steel  strike,  advanced  again  in  the  fall. 
.■\t  the  end  of  the  year,  total  output  was  2  percent  above  tliat  of  December 
1955  and  at  an  all-time  high. 
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I'able  4. — Changes  in  industrial  production,  1955-56 


Index.  1947-4<i-100, 
seasonally  adjusted 

Percentage  change 

Industry 

neeetnber 

1955 

July 

1956 

Deeemher 
1965  to 
July  1956 

July  1956 
to  Decem¬ 
ber  1956 

December 
1955  to 
Dec'embor 
1956' 

Industrial  production . 

144 

136 

147 

-6 

8 

2 

Durable  manufactures . 

161 

148 

166 

-8 

12 

3 

Prlirary  metals . 

ISO 

»68 

149 

-55 

II9 

-1 

FabrlaUed  metal  products.. 

I.'IS 

129 

138 

-7 

7 

0 

Nonelectrical  machinery . 

146 

152 

154 

4 

1 

5 

Electrical  machinery . 

IIW 

210 

217 

0 

3 

9 

Transportation  equipment  .. 
Instruments  and  related 

212 

191 

219 

-10 

15 

3 

products . 

Stone,  clay,  and  glass 

159 

167 

173 

5 

products . 

154 

1,59 

159 

3 

0 

3 

Lumber  and  products . 

126 

125 

120 

-1 

-4 

-5 

Furniture  and  fl.slures . 

12.3 

124 

120 

1 

-3 

-2 

Miscellaneous  manufactures 

146 

145 

143 

-1 

-1 

-2 

Nondurable  manufactures . 

130 

127 

131 

_2 

3 

1 

Textiles  and  apparel . 

112 

106 

107 

-5 

1 

-4 

Rubber  and  leather  products. 

125 

III 

120 

-11 

8 

-4 

Paper  and  printing . 

Chemical  and  petroleum 

140 

147 

148 

5 

1 

6 

products . -  - 

Foods.  beverages,  and 

166 

166 

169 

0 

2 

2 

tobacco . 

113 

no 

113 

-3 

3 

0 

Minerals . 

129 

122 

130 

-5 

7 

1 

Coal  . 

87 

77 

80 

-11 

4 

-8 

Crude  oil  and  natural  gas  ... 
Metal,  stone,  and  earth 

151 

149 

155 

-1 

4 

3 

minerals . 

123 

100 

129 

-19 

29 

5 

>  Preliminary. 

*  Steel  strike. 

Source:  Board  of  Governors  of  the  Federal  Ueserve  System. 


Higher  Employment  and  Income 

The  expansion  of  over-all  business  activity  in  1956  created  ample  job 
opportifcities  in  most  occupations,  and  incomes  rose  for  all  major  groups 
of  inconie  recipients  (Chart  9).  Sizable  employment  gains  were  made  in 
trade,  construction,  finance  and  other  services,  public  utilities,  and  State 
and  local  governments.  For  the  year  as  a  whole,  the  gain  in  civilian  employ¬ 
ment  was  1.8  million.  Since  agricultural  employment  declined  more  than 
100,000,  total  civilian  nonagricultural  employment  was  about  1.9  million 
greater  than  a  year  earlier.  Average  employment  for  the  year  reached  a 
high  of  65  million. 

In  manufacturing,  the  production  adjustments  necessitated  by  the  decline 
in  automobile  sales  and  housing  construction  involved  reductions  in  hours 
of  work  and  in  the  number  of  persons  employed  in  the  affected  industries. 
Most  of  the  reductions  in  working  force,  however,  were  less  than  the  de¬ 
clines  in  output,  since  firms  retained  many  of  their  experienced  workers. 
Employment  continued  to  increase  in  those  industries  in  which  output  was 
expanding,  notably  in  machinery.  Also,  the  employment  of  nonproduction 
workers  in  manufacturing  continued  to  rise  appreciably  during  the  year. 
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Employment  and  Income,  1955-56 

Increases  in  employment  and  wage  rates  .  .  . 
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SOURCES;  DEPARTMENT  OF  LABOR,  DEPARTMENT  OF  COMMERCE, 
AND  COUNCIL  OF  ECONOMIC  ADVISERS. 


even  in  some  sectors  where  production  workers  were  laid  off.  P'or  manu¬ 
facturing  as  a  whole,  total  employment  by  the  end  of  the  year  had  reached 
a  level  above  that  at  the  end  of  1955. 

Unemployment  remained  relatively  low  throughout  1956.  During  most 
of  the  year  the  average  duration  of  unemployment  was  shorter  than  in  1955, 
and  unemployment  for  men  with  family  responsibilities  was  low. 

Improvements  in  income  were  widely  shared  among  the  major  groups  of 
income  recipients.  Compensation  of  employees  in  the  final  quarter  of  the 
year  was  approximately  G'/i  percent  above  that  received  in  the  fourth 
quarter  of  1955.  The  largest  relative  gain  was  made  by  employees  of 
private  nonmanufacturing  concerns.  Despite  slightly  lower  hours  of  work, 
average  weekly  earnings  in  manufacturing  increased  by  $3.65,  to  $82.89, 
in  the  final  quarter  of  1956.  Total  business  and  professional  income 
advanced  almost  7  percent.  Dividend  payments  remained  large  during 
1956,  and  for  the  year  as  a  whole  were  somewhat  higher  than  in  1955. 
Rental  incomes  fell  slightly.  Total  personal  incomes  rose  $19  billion, 
compared  with  a  rise  of  $23  billion  during  1955. 

Developmknts  in  .\grici;ltlre 

After  declining  since  1951,  agricultural  prices  and  income  both  incre.ised 
moderately  during  1956.  In  the  first  six  months,  prices  of  fann  products 
moved  distinctly  upward,  and  about  half  of  the  increase  was  held  during 
the  harvest  months.  Net  realized  farm  income  was  about  5  percent  higher 
than  in  1955  (Chart  10).  .After  adjustment  for  the  change  in  farm  in¬ 
ventories,  net  income  was  the  same  as  in  1955.  although  it  rose  after  the 
middle  of  the  year.  There  were  further  increases  in  the  value  of  farm  land 
and  in  the  net  worth  of  farm  proprietors. 

Total  farm  output  in  1956  was  at  a  new  high,  despite  conditions  of 
extreme  drought  in  a  region  stretching  from  South  Dakota  to  the  Mexi¬ 
can  border.  As  yields  per  acre  for  some  crops  were  the  largest  ever 
recorded,  the  index  of  crop  production  was  for  the  second  successive  year 
at  the  peak  that  had  been  attained  in  1948.  The  corn  crop  was  the  second 
largest  in  history,  produced  on  the  smallest  acreage  in  over  60  years,  with 
corn  yields  per  acre  at  an  all-time  high.  Soybeans,  for  which  market 
prospects  were  excellent,  were  produced  in  unprecedented  volume.  The 
wheat  crop  was  slightly  larger  than  in  1955,  but  a  little  below  prospective 
domestic  and  export  disposition.  With  carry-over  stocks  at  excessive 
levels,  lower  production  of  cotton,  tobacco,  rice,  and  feed  grains  other 
than  corn  represented  adjustments  in  the  direction  of  a  better  balance 
between  output  and  market  requirements. 

Changes  in  output  of  livestock  products  also  were  for  the  most  part  in  the 
direction  of  needed  adjustments.  Hog  slaughter  late  in  the  fall  was  below 
the  rate  that  had  seriously  depressed  prices  a  year  earlier.  There  were 
large  shipments  of  cattle  at  relatively  firm  prices.  The  prolonged  rise  in  the 
number  of  cattle  and  calves  on  farms  apparently  came  to  a  halt.  For  milk 
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CHART  to 


Farm  Income  and  Price  Developments,  1950-56 

Farm  income  stabilized,  after  havins  declined  since  1951.  Farm 
proprietors’  equities  remained  roughly  constant  during  1952-56. 


BILLIONS  OF  DOLLARS  BILLIONS  OF  DOLLARS 


Prices  received  by  farmers  improved  in  1956.  The  parity  ratio 
averaged  slightly  lower  than  m  1955. 


INOCX,  1910-14  ilOO 


1950  1952  1954  1956 


FARM  OPERATORS'  NET  INCOME  FROM  FARMING,  INCLUDING  GOVERNMENT  PAYMENTS. 
EQUITIES  AT  beginning  OF  YEAR. 

^  PERCENTAGE  RATIO  OF  INDEX  OF  PRICES  RECEIVED  TO  PARITY  INDEX. 

SOURCE.  DEPARTMENT  OF  AGRICULTURE. 
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and  dair)’  products,  the  >ear  was  inarked  by  a  combination  ol  higiicr  prices, 
larger  output,  near-record  cash  receipts  from  marketings,  and  reduction 
in  stocks. 

Exports  of  farm  products  in  the  year  ended  June  30,  1956  were  substan¬ 
tially  larger  than  in  the  preceding  fiscal  year;  in  terms  of  physical  volume, 
they  were  the  highest  in  29  years.  Government  export  programs  played  an 
important  role  in  this  increase  in  shipments.  In  addition,  feed  grains 
benefited  from  an  expansion  in  livestock  numbers  in  Europe;  tobacco,  from 
generally  increasing  consumer  incomes  and  improved  foreign  exchange 
positions  overseas;  oilseeds,  from  a  short  olive  crop  in  the  Mediterranean 
countries;  and  wheat,  from  enlarged  import  needs  in  Northwestern  Europe 
to  compensate  for  winter  wheat  lost  in  the  1956  freeze.  Exports  have  con¬ 
tinued  to  rise  so  far  in  fiscal  1956-57. 

However,  major  problems  of  adjustment  remain.  Neither  the  volume 
nor  the  composition  of  farm  output  has  as  yet  been  brought  into  proper 
balance  with  combined  domestic  and  export  requirements.  United  States 
carr\'-overs  of  a  number  of  crops  have  continued  to  mount  (Chart  11).  For 
certain  key  commodities,  the  excess  of  stocks  is  world-wide.  The  grain  stocks 
carried  into  the  1956-57  marketing  year  by  die  principal  exporting  countries 
were  higher  than  ever  before.  World  carry-over  stocks  of  cotton  about 
doubled  between  mid- 1951  and  mid- 1956,  and  the  proportion  held  in  the 
United  States  increased.  However,  the  Commodity  Credit  Corporation 
(CCC)  has  already  sold  more  than  6  million  bales  for  export  in  1956-57, 
and  reductions  in  the  domestic  carry-overs  of  wheat  and  rice  are  also  in 
prospect  for  1957. 

Federal  price-support  activities  were  a  major  factor  in  sustaining  farm 
prices  and  income  despite  burdensome  supplies.  Of  the  1955  crops,  almost 
half  the  rice  and  cotton,  two-fifths  of  the  grain  sorghums  and  r\c,  and  one- 
third  of  the  wheat  were  afforded  direct  price  support  by  CCC  loans  and 
purchases.  The  CCC  investment  in  price-support  loans  and  inventories 
declined  through  the  third  quarter  of  the  year,  from  a  peak  of  $8.9  billion 
reached  in  February,  but  losses  realized  in  disposing  of  surpluses  have  been 
running  higher  in  the  current  fiscal  year  than  in  fiscal  1956.  Price- 
support  levels  for  1956  crops  were  raised  in  April  above  those  originally 
announced;  dairy  farmers  in  certain  areas  benefited  from  suspension  of 
seasonal  price  reductions  under  Federal  milk-marketing  orders;  and  special 
purchase  programs  were  undertaken  for  several  perishable  commodities  in 
exceptionally  heavy  supply.  Government  payments  in  excess  of  $235  million 
under  the  Soil  Bank  Program  made  a  sizable  addition  to  fann  income, 
especially  in  the  fourth  quarter. 

Movements  i.n  Prices,  Costs,  and  Profits 

Prices  of  most  commodities  and  services  rose  during  1956.  Industrial 
prices,  which  had  begun  to  increase  in  the  second  half  of  1955,  continued 
their  upward  movement  into  1956.  Prices  of  investment  goods  and  semi- 
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manufactured  materials  and  components  rose  quite  rapidly,  reflecting  heavy 
pressure  of  demand  relative  to  supply.  Manufacturers’  prices  of  consumer 
goods  advanced  slowly.  During  the  spring  and  early  summer,  however, 
reduced  outlays  on  automobiles  and  housing  resulted  in  price  declines  for 
a  number  of  important  raw  materials  and  a  pause  in  the  upward  movement 
of  prices  of  materials,  components,  and  supplies.  Prices  of  consumer 
finished  goods  also  ceased  to  increase.  The  only  major  group  of  industrial 
commodities  whose  prices  continued  to  rise  during  this  period  was  pro¬ 
ducer  finished  equipment,  the  demand  for  which  was  especially  insistent 
(Chart  12). 

Although  the  advance  in  industrial  prices  ceased  for  a  while,  rising  costs 
became  an  increasingly  pervasive  factor,  .'\fter  the  middle  of  the  ye.ir,  .uul 
especially  after  steel  prices  were  raised  following  the  strike  settlement, 
industrial  prices  advanced  again  on  a  broad  front.  The  combination  of 
heavy  demands  from  the  investment  goods  sector  of  the  economy,  rising 
labor  costs,  and  renewed  advances  in  prices  of  many  raw  materials  resulted 
in  price  increases  for  a  broad  range  of  semimanufactured  materials,  com¬ 
ponents,  and  supplies.  .\nd  these  price  increases  became  cost  increases  to 
producers  of  finished  goods,  many  of  whom  were  also  experiencing  rising 
labor  costs.  The  increase  in  machinery  and  ecjuipment  prices  was  accel¬ 
erated;  manufacturers’  prices  of  consumer  appliances,  which  had  been 
under  severe  competitive  pressure  for  several  years,  were  i  aised  moderately : 
and  automobile  prices  increased  with  the  introduction  of  new  models.  By 
December,  prices  of  producer  equipment  had  risen  13  percent  alxnc  those 
at  mid-1955,  intermediate  materials  for  durable  goods  manufacturing  10 
jjercent,  construction  materials  prices  7  percent,  consumer  durables  6  per¬ 
cent,  consumer  nondurables  3  percent,  and  the  average  of  all  industrial 
prices  8  percent. 

Farm  prices  joined  the  advance  of  industrial  prices  during  the  first  half 
of  1956.  Between  December  1955  and  June  1956  wholesale  prices  of  farm 
products  increased  10  percent,  and  by  September  prices  of  processed  foods 
had  risen  6  percent.  Although  these  prices  fell  moderately  thereafter,  they 
remained  well  above  prices  a  year  earlier.  Thus,  all  three  of  the  major 
groups  of  wholesale  prices — industrial,  farm,  and  processed  foods — contrib¬ 
uted  to  an  average  rise  in  wholesale  prices  of  more  than  4  percent  between 
December  1955  and  December  1956. 

Reacting  to  developments  in  both  the  farm  and  industrial  sectors,  and 
to  the  continued  increase  in  rents  and  in  costs  of  services,  all  major  cate¬ 
gories  of  consumer  prices  rose  in  1956,  the  first  significant  general  rise  since 
1952.  After  farm  prices  started  to  increase  at  the  turn  of  the  year,  con¬ 
sumer  food  prices  moved  up  with  a  few  months’  lag.  And  prices  of  many 
other  consumer  commodities,  which  had  been  stable  or  declining  for  sev¬ 
eral  years,  rose  gradually  as  retail  distributors  were  confronted  with  higher 
manufacturers’  prices.  By  December  1956,  the  average  of  all  consumer 
prices  was  2.7  percent  above  the  average  at  the  end  of  1955  (Chart  13). 
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Wholesale  Prices,  1954-56 


All  three  major  groups  of  wholesale  prices  rose  tn  1956. 
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Among  industrial  prices  the  sharpest  increases  were  for  producer 
finished  goods  and  intermediate  materials. 
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Consumer  Prices,  1954-56 

In  1956  prices  of  foods  and  other  commodities  joined  the 
rise  of  service  prices  and  rent. 
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-1/  data  are  fOR  LAST  MONTH  IN  QUARTER,  EXCEPT  LATEST  DATA 
PLOTTED,  MHtCH  ARE  FOR  NOVEMBER  I9S6. 

SOURCE-  department  OF  LABOR. 


The  general  rise  in  costs  during  1956  was  in  response  to  high  raw  material 
prices  and  advancing  labor  costs.  Even  though  many  raw  material  prices 
receded  somewhat  from  the  peaks  reached  at  the  turn  of  the  year,  they 
remained  high  throughout  1956.  Wage  and  salary  rates  advanced  during 
the  year  in  industries  producing  both  finished  goods  and  parts  and  com¬ 
ponents,  and  also  in  many  nonmanufacturing  lines.  For  example,  average 
hourly  earnings  of  production  workers  in  manufacturing  and  building  con- 
stiTiCtion  rose  6  percent  and  in  retail  trade  4  percent.  While  the  increases 
in  wage  and  salary  rates  were  only  slightly  greater  than  those  in  1955,  the 
improvement  in  productivity  appears  to  have  been  substantially  less.  Thus, 
wage  and  salary  costs  per  unit  of  output,  which  had  been  stable  during  most 
of  1955,  rose  significantly  last  year. 

It  would  appear  that  the  improvement  in  outjiut  per  employee  man-hour 
which  occurred  in  1956  was  not  only  less  than  the  rise  in  1955  but  less  than 
the  average  recorded  for  the  postwar  period.  Total  employment  is  esti¬ 
mated  to  have  increased  between  1955  and  1956  by  about  as  much  as  the 
physical  output  of  goods  and  services.  Even  after  account  is  taken  of 
changes  in  hours  worked,  only  a  very  small  gain  in  over-all  productivity  is 
indicated.  In  interpreting  these  developments,  however,  it  must  be  borne 
in  mind  that  productivity  improvements  are  irregular  from  year  to  year 
and  vary  from  industry  to  industry.  Nonetheless,  the  smallness  of  the  1956 
gain  contributed  to  the  rise  in  unit  labor  costs  and,  in  turn,  to  the  increase 
in  prices. 
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In  some  industries  the  1956  rise  in  prices  matched  or  more  than  matched 
advancing  costs;  but  in  others,  especially  during  the  first  three  quarters  of 
the  year,  costs  rose  relative  to  prices,  and  profit  margins  fell.  This  cost-price 
relationship  contrasted  with  that  which  characterized  1955,  when  prices 
generally  rose  more  rapidly  than  costs  and  profit  margins  of  most  industries 
recovered  from  their  1954  recession  lows.  The  reduction  of  profit  margins 
in  1956  was  especially  noticeable  in  the  motor  vehicle,  lumber,  stone,  clay, 
and  glass,  and  electrical  machinery’  industries.  The  renewed  rise  in  indus¬ 
trial  wholesale  prices  after  midyear  reflected  in  part  an  efTort  by  many 
sellers  to  preserve  profit  margins. 

Total  corporate  profits  before  taxes  fell  from  an  annual  rate  of  $45  billion 
in  the  second  half  of  1955  to  $43  billion  in  the  first  half  of  1956  and,  partly 
because  of  the  steel  strike,  to  $41  billion  in  the  third  quarter.  There  are 
indications  that  corporate  profits  improved  substantially  in  the  closing 
months  of  the  year,  and  that  for  the  year  as  a  whole  they  were  slightly 
larger  than  in  1955. 

Pressures  on  Finanxial  Resources 

Financial  markets  were  subject  to  continuous  and  heavy  pressures  in 
1956.  The  financial  requirements  of  business  concerns  increased  sharply, 
mainly  because  of  the  rapid  rise  in  business  capital  outlays  and  to  some 
extent  because  of  inventory  accumulation  and  larger  investment  abroad. 
At  the  same  time,  substantial  demands  for  credit  continued  in  other  sectors 
of  the  economy.  Mortgage  debt  rose  about  $15  billion,  an  increase  ex¬ 
ceeded  only  in  1955.  State  and  local  governments  issued  more  than 
$5  billion  in  securities  for  new  capital,  only  moderately  less  than  in  1955. 
Outstanding  consumer  credit  rose  about  $3.4  billion,  compared  with  an 
increase  of  $6.4  billion  in  1955  (Chart  14). 

Two  circumstances  were  primarily  responsible  for  the  strong  demand  of 
business  concerns  for  external  funds.  First,  the  internal  funds  available 
to  corporations  in  the  form  of  retained  earnings  and  depreciation  charges 
grew  at  a  slower  rate  than  plant  and  equipment  expenditures  and  inven¬ 
tory  investment.  A  small  decline  in  retained  earnings,  which  occurred 
because  of  higher  dividend  payments,  w’as  more  than  offset  by  rising  depreci¬ 
ation  charges  but  not  sufficiently  to  finance  the  increased  expenditure  re¬ 
quirements.  Second,  as  the  year  progressed,  business  concerns  found  it 
increasingly  difficult  to  finance  expenditures  by  further  reductions  in  their 
holdings  of  liquid  assets. 

These  conditions  led  to  a  substantial  increase  in  corporate  security  issues 
and  to  large  bank  borrowings  by  business  firms.  Despite  a  smaller  volume 
in  the  first  quarter,  new  money  security  issues  totaled  $9.6  billion  in  1956, 
or  $1.7  billion  above  1955  (Table  5) .  The  rise  in  corporate  securitv’  offer¬ 
ings  was  largely  concentrated  in  manufacturing  and  mining,  public  utility, 
and  communications  concerns.  The  reduced  availability  and  higher  cost 
of  funds  in  the  capital  markets  led  many  concerns  to  resort  to  bank  borrow- 
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Demand  for  Funds,  1954-56 

Business  required  large  amounts  of  outside  financing  in  1956  .  .  . 
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.  ,  .  and  the  outstanding  debt  of  other  sectors  continued  to  rise, 


though  less  sharply  than  in  1955. 
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36 


Tabi.k  5.-  -Security  offerings,  J95.i—56 
(M  lllloiis  of  dollars) 


.Scrurtty  | 

iiea 

ISM  1 

1 

I9.0.S 

1 

I9.V. ' 

.State  aii'l  liitiiilcioal  .securities  (|>rlncl|>al  aiiioiints). 

5,  .I.W 

fi.  9*;y 

.S.977 

5,  ilfi 

Coriiorate  ,s<‘cu: It le.s  (cros.s  prtKtasls) . . 

H,  H98 

».5I« 

10.240 

10.9.V) 

Ilond.s. . .  .  -  . 

rrefernsl  stock .  . . 

('oinnion  stock...  . 

7,  trs? 

4S9 

1.32>; 

7.4S.H 

hlO 

1.213  ; 

7.420 

2.  1H5 

7.910 
OOO 
2.  3S0 

.N'ew  capital  from  cor|iorute  security  otTerlmrs  • . 

s.  IW 

7,490 

S,  S2I 

10,  370 

N’ew- money .  ,  .  . 

7. 

♦i.  7M) 

7,  »‘>7 

9,  020 

F’lant  anil  erpiltimcnt 

WorkltiK  ca|)itul .  . 

.V047 
2.313  1 

.1,  1 10 

!  1.070  1 

.';.3.33 

1  2.  t;24 

0. 070 
2. 0-Vl 

Other  imrposes 

.V3.1 

1  '** 

W,4 

7.V) 

I  Preliminary 

•  New  capital  Is  net  iirocr-cfls  less  amoitnts  applUsl  to  retir 

t  tnei;r  of  s«>nirltles. 

N'otf.— I>(-tall  will  not  n<>(s‘ss;irlly  add  to  totals  Imshum-  of  roiiiiilinu. 

Hoiinvs  Soniritles  aii'l  Kxchanfto  (‘oiniiilsslon  and  The  Hand  Utiyrr. 

inp  to  moot  at  least  part  of  the  requirements  that  would  othenvise  have  been 
financed  on  a  long-term  basis. 

This  large  interim  financing  added  to  the  usual  workirui;  capital  require¬ 
ments  led  to  heavy  business  demand  for  bank  credit  in  1956.  Business  loans 
at  commercial  banks  rose  $5.5  billion,  somewhat  less  than  in  1955,  but  sonif 
sectoi-s  of  the  business  community,  notably  the  capital  goods  industries,  made 
i  use  of  bank  funds  at  a  greatly  increased  rate.  Borrowings  of  metal  and 

)  metal  products  companies  from  weekly  refxirting  member  banks  were  over 

;  three  times  as  much  as  in  1955,  absorbing  39  percent  of  the  increase  in 

j  loans  to  manufacturing  firms  and  accounting  for  more  than  one-fourth  of 

the  total  rise  in  business  loans  at  these  banks.  The  increase  in  the  borrow- 
i  ings  of  petroleum,  coal,  chemical  and  rubber  companies  as  a  group  exceeded 
by  more  than  50  percent  the  increase  of  their  borrowings  in  1955.  Loans  to 
^  public  utility  and  transjxirtation  concerns  also  ro.se  considerably.  Borrow- 

iings  of  food,  liquor,  and  tobacco  companies,  which  had  been  reduced  in  1955, 
increased  substantially  in  1956.  Loans  to  commoditv’  dealers  also  expanded. 
Sales  finance  companies  and  construction  firms  reduced  their  bank  borrow¬ 
ings,  in  contrast  to  the  sharp  increases  of  the  previous  year.  Real  estate  and 
J  consumer  loans  by  banks  rose  somewhat  less  than  in  1955,  reflecting  declines 
^  in  residential  construction  and  automobile  sales.  Security  loans  declined. 

’  The  net  result  of  these  divergent  demands  was  an  increase  of  about 
j  $8  billion  in  the  total  loans  of  all  commercial  banks,  following  the  increase 
I  of  nearly  $12  billion  during  1955  (Table  6). 

To  supply  the  funds  needed  to  meet  the  demands,  financial  institutions 
3  sold  substantial  amounts  of  securities,  in  many  instances  at  a  loss.  Com- 

rj’  mercial  banks,  whose  reserve  position  was  under  continued  pressure,  reduced 

their  holdings  of  United  States  Government  securities  by  about  $3  billion, 
i  following  a  reduction  of  $7  billion  in  1955.  Accordingly,  liquidity  consid- 
^  erations  became  increasingly  important  in  bank  lending  policy  (Chart  15). 
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Table  G. —  Chcngts  in  commercial  bank  holdings  oj  loans  and  investments,  1953-50 


[Ilillion!!  of  dollars) 


Loan'  or  Investment 

Net  change  during 

19.'^ 

19,M 

195,5 

19.56  ' 

Lo.’.ns  (excluding  Interbank)  and  Investment.' . 

LI 

10.  2 

4  6 

4  3 

Loans  (excluding  Interbank) . 

S.4 

2.  9 

11.6 

7.9 

Business . . . 

_  7 

-.3 

6  4 

.5  5 

Real  estate . .  . .  . 

10 

1.  7 

2  4 

l.S 

Consumer .  .  . . 

1.  .5 

(>) 

2.3 

16 

Security . . 

•» 

g 

.6 

-.  K 

Agricultural . . . 

I.O 

.2 

— .  7 

(«) 

All  other .  . 

.2 

.fi 

.9 

.  1 

Investment.' . 

.6 

7.2 

-7.0 

-3  6 

U.  S.  Government  securities . 

.1 

r. 

-7  4 

-3  1 

Other  securities . 

.5 

1.6 

.4 

-.5 

'  Preliminary  estimates  hy  Council  of  Economic  Advisors. 

*  Less  than  50  million  dollars. 

Note.— See  Table  E-.TS  for  data  IncludlnR  Interbank  loans. 

Detail  will  not  necessarily  add  to  totals  because  of  roundinit. 

Source:  Board  of  Governors  of  the  Federal  Reserve  System  (except  as  noted). 

The  sales  of  United  States  Government  securities  by  commercial  banks, 
augmented  by  sales  by  insurance  companies  and  mutual  savings  banks, 
exerted  considerable  pressure  on  bond  prices.  The  effect  of  these  sales  on 
prices  was  moderated,  however,  by  the  use  of  the  Federal  budget  surplus 
to  reduce  the  Federal  debt,  and  by  increased  holdings  of  United  States 


CHART  15 


Bank  LoanS/  Investments,  anid  Deposits,  1954-56 

Bank  loans  continued  to  increase  sharply  in  1956,  but  investments 
declined  and  demand  deposits  rose  only  moderately. 
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SOURCES  BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM 
AND  COUNCIL  OF  ECONOMIC  ADVISERS. 


securities  by  Government  tiaist  funds.  In  addition  to  proceeds  from  the 
sale  of  securities,  the  supply  of  funds  was  enlarged  by  the  rise  in  personal 
savings. 

The  limited  availability  of  funds  relative  to  demand  was  also  reflected  in 
the  mortgage  market,  where  downpayments  on  federally-underwritten 
loans  were  increased  and  maturities  were  shortened  as  credit  standards  of 
lenders  became  more  exacting.  Conventional  mortgages  claimed  an  increas¬ 
ing  share  of  mortgage  investment  funds,  since  their  interest  rates  more 
nearly  reflected  changing  market  conditions,  whereas  the  rates  on  VA- 
guaranteed  and  FH,\-insured  mortgages  were  fixed  during  most  of  the  year 
at  4/2  percent.  Insured  and  guaranteed  mortgages,  accordingly,  were 
sold  in  the  secondary  market  at  increasing  discounts  from  par. 

Interest  rates  rose  sharply  in  both  the  short-term  and  long-term  credit 
markets  (Chart  16).  The  prime  loan  rate  at  leading  banks  was  raised  in 
April  and  again  in  August;  and  the  rate  on  new  Treasury  bills,  which  aver¬ 
aged  1.7.53  percent  in  1935,  reached  a  high  of  3.331  percent  in  the  week 
ended  December  22,  1956.  Yields  on  long-tcnn  Government  and  corporate 
securities  moved  steadily  upward,  passing  the  1953  peaks  and  continuing  to 
higher  levels.  Yields  on  high-grade  State  and  local  government  bonds  also 
surpassed  their  1953  highs.  Although  interest  rates  rose  generally,  the  in¬ 
crease  was  more  pronounced  in  the  short-term  than  in  the  long-term  market, 
with  the  result  that  the  spread  of  yields  between  the  shortest  and  longest 
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Bond  Yields  and  Interest  Rates,  1953-56 

Interest  rates  rose  sfiarply  in  1956,  particularly  in  the  second  half. 

PERCENT  PER  ANNUM 


SOURCES  MOODY'S,  TREASURY  DEPARTMENT,  STANDARD  ft  POOR’S,  AND 
BOARD  OF  GOVERNORS  OF  THE  FEDERAL  RESERVE  SYSTEM. 


inaturitios  of  United  States  Government  obligations  was  narrower  than  at 
any  time  since  early  1930. 

Public  and  Private  Responsibilities  in 
A  High-Employment  Economy 

In  view  of  the  pressures  on  prices,  costs,  and  financial  resources,  there 
was  clear  need  for  continuing  in  1956  the  fiscal  and  monetary  restraints 
initiated  in  the  preceding  year.  The  Federal  Government’s  major  con¬ 
tribution  to  this  end  was  a  budget  surplus  (Chart  17).  This  achievement 
was  the  culmination  of  persistent  efforts  since  1953  to  bring  the  Federal 
budget  into  balance  without  impairing  national  defense  or  other  essential 
Government  services.  Total  Federal  expenditures  remained  below’  those 
of  1953:  their  increase  during  the  past  year  was  held  to  modest  proportions, 
with  the  result  that  the  larger  tax  revenues  flowing  from  higher  incomes 
yielded  a  sizable  surplus  in  the  calendar  year  1956.  On  a  cash  basis,  receipts 
of  the  Federal  Government  e.xceeded  payments  to  the  public  by  $5.5  billion, 
against  an  excess  of  payments  over  receipts  of  $0.7  billion  in  1955  (Table  7) . 
The  gross  public  debt  was  reduced  from  nearly  $281  billion  at  the  end  of 

1955  to  $277  billion,  the  first  substantial  decline  in  eight  years. 

These  results  were  accomplished  despite  reductions  in  tax  rates  and  other 
adjustments  of  taxes  that  became  effective  in  1954,  and  in  the  face  of  neces¬ 
sary  increases  of  expenditures  during  1956.  They  were  made  possible  by 
the  postponement  of  reductions  of  corporate  and  excise  taxes  scheduled  first 
for  April  1,  1955  and  then  for  April  1,  1956.  Without  these  postpone¬ 
ments,  Federal  tax  receipts  would  have  bi’cn  reduced  about  $3  billion  a 
year.  While  tax  reduction  should  continue  to  have  high  priority,  achieve¬ 
ment  of  a  budget  surplus  was  of  greater  urgency  under  recent  conditions. 
Fiscal  policies  during  the  past  year  prevented  the  additional  strains  on 
the  economy  that  would  have  occurred  if  ta.xes  had  been  cut  and  private 
expenditures  had  increased  further. 

The  intensive  use  of  resources  and  upward  pressures  on  prices  during 

1956  required  a  monetary  policy  designed  to  prevent  an  undue  expansion 
in  bank  credit.  A  large  over-all  expansion  of  bank  credit  would  not  have 
resulted  in  a  significantly  higher  national  output,  but  would  instead  have 
led  to  a  greater  rise  in  prices.  In  pursuing  a  policy  of  restraint,  Federal 
Reserve  authorities  maintained  pressure  on  the  reserve  position  of  banks 
through  open  market  operations  and  discount  rate  actions.  Because  the  in¬ 
crease  in  bank  reserves  was  relatively  small,  the  rise  in  the  total  loans  and 
investments  of  commercial  banks  was  held  to  about  $4/2  billion,  or  2.7  per¬ 
cent;  and  the  money  supply  (demand  deposits  adjusted  and  currency) 
increased  only  about  1  percent. 

The  discount  rates  of  Federal  Reserv’e  Banks  were  raised  twice  in  1956, 
following  four  such  increases  in  1955.  The  rates  were  increased  in  April 
from  2/2  percent  to  2^4  percent  at  ten  Banks  and  to  3  percent  at  two,  and 
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Federal  Receipts  and  Expenditures,  1953-58 

Budget  surpluses  have  helped  restrain  pressures  on  financial 
and  productive  resources. 

CONVENTIONAL  BUDGET-  fiscal  tears 

BILLIONS  OF  DOLLARS 

0  20  40  60  80  -10  0  +10 

- 1 - 1 - 1 - ^ - 1 - 1 - 1 - 1 - 1  I - - ' 

DEFICIT 

. .  _  V _ 


EXPENDITURES 


CASH  BUDGET- FISCAL  YEARS 
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Table  7. — ConsolidaUd  cash  statements  of  Federal  and  State  and  local  governments, 
calendar  years  1952-56 
(nuilons  of  dollars] 


Receipts  or  payments  | 

1  lUS-’ 

l!l.'.3 

1 

1  19.55 

1  19.56 1 

Total  Oovemment: 

Cash  receipts . j 

M  0 

H3  3 

9.3  2 

9S.0 

1 

1  UW.!t 

Cash  payments . I 

»4.  6 

99.2 

95.1 

100  0 

1  10.5.  I 

Total  cash  siuplus  or  deficit  (— ) . 

-l.fi 

-5.9 

-1.9 

-2.0 

1 

s 

Federal  Oovemment: 

1 

1  1 

Cash  receipts . 

71,3 

70.0 

fifi  6 

71  4 

80  2 

Cash  payments . 

73  0 

76.2 

69  6 

1 

Federal  ca.sh  surplus  or  deficit  (— > . 

-1.6 

-6.2 

-1. 1 ! 

5  .5 

State  and  local  (rovemments: 

Cash  receipts . 

21.7 

23  3 

24  7  , 

2rt  5 

28  : 

Cash  payments . 

21.6 

23  0 

2.5.5  i 

27  S 

30  1 

State  and  local  ca.sh  surplus  or  deficit  (— ) _ 

.1 

.3 

-.8  1 

-1.3 

-1.7 

I  Pnliminary. 

Note.— Federal  grants-ln-ald  have  been  deducted  fruni  Stale  and  Ineul  coveruinent  reci'lpls  and  payments 
since  they  are  Included  In  Federal  payments. 

Detail  will  not  necessarily  add  to  total.s  U’cause  of  rounding. 

Sources:  Treasury  Deparlinenf.  Hureau  of  the  Budftet,  and  Connell  of  Economic  .\dvlsers. 

in  August  the  rate  became  3  percent  at  all  Banks.  These  increases  re¬ 
aligned  the  discount  rate  with  market  rates  and  e.xertcd  an  independent 
influence  on  the  cost  and  availability  of  funds.  Member  bank  borrowing- 
at  Reserve  Banks  continued  to  be  greater  than  excess  reserves  during  1956, 
except  for  three  weeks,  although  the  volume  of  borrowed  rescr\es  tended  to 
decline  in  the  latter  part  of  the  year  (Chart  18) . 

In  the  course  of  the  year  it  became  increasingly  apparent  that  tighter 
credit  conditions  affected  unevenly  dilferent  sectors  of  the  economy  and 
different  types  of  businesses.  New  and  smaller  business  finns  appeared  to 
find  it  more  difficult  to  satisfy  their  financing  requirements  than  established 
and  larger  concerns.  Also,  the  changes  in  the  cost  and  availability  of  credit 
exerted  especially  severe  effects  on  home  building.  Consequently,  the 
Administration  took  steps  to  moderate  the  adverse  impact  of  credit  strin¬ 
gency  in  certain  areas  but  sought  to  do  this  without  impairing  the  effec¬ 
tiveness  of  the  general  policy  of  credit  restraint. 

By  early  1956  there  was  a  distinct  increase  in  applications  to  the  Small 
Business  Administration  (SBA)  by  qualifying  small  concerns  that  could  not 
obtain  financing  elsewhere.  A  supplemental  appropriation  of  $20  million 
to  this  agency’s  revolving  fund  was  requested  and  approved  by  the  Congress 
in  the  fiscal  year  1956.  An  additional  $50  million  was  appropriated  for  the 
fiscal  year  1957.  These  actions  enabled  SBA  to  increase  its  lending  to  small 
concerns.  At  the  same  time,  efforts  to  increase  the  participation  of  private 
financial  institutions  in  the  loan  program  of  SBA  were  intensified. 

Some  of  the  restraints  in  the  field  of  home  building  that  had  been  initiated 
in  1955  by  Federal  agencies  were  eased  as  the  danger  of  local  excess  supplies 
of  new  houses  was  moderated  in  most  areas.  In  January,  the  maximum 
maturity  of  Government-underwritten  home  loans  was  restored  to  the  legal 
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Member  Bank  Reserves^  1954-56 

Member  bank  reserves  rose  slishtly  in  1956. 
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limit  of  30  years.  In  April  and  again  in  September,  the  Federal  Home  Loan 
Bank  Board  relaxed  its  earlier  limitations  on  ordinary  borrowings  by  savings 
and  loan  associations  from  the  Federal  Home  Loan  Banks.  In  September 
the  1955  increase  in  minimum  downpayments  was  revoked  by  the  Federal 
Housing  Administration  for  homes  appraised  at  $9,000  or  less. 

Additional  actions  were  taken  in  the  late  summer  to  soften  the  cumu¬ 
lative  impact  of  the  credit  stringency.  In  its  secondary  market  operations, 
the  Federal  National  Mortgage  Association  (FNMA)  reduced  the  re¬ 
quired  subscription  to  its  stock  by  sellers  of  home  mortgages  and  raised  the 
price  at  which  it  issues  advance  commitments.  By  increasing  the  cash 
proceeds  from  sales  of  mortgage  loans,  these  measures  facilitated  access  of 
lenders  to  FNM.\,  whose  purchases  increased  rapidly  during  the  second 
half  of  1956.  Finally,  action  was  taken  in  Decembt'r  to  help  remo\c  a 
more  basic  impediment  to  home  building  and  home  financing.  The  maxi¬ 
mum  interest  rate  permitted  on  FH.‘\-insured  loans  was  raised  administra¬ 
tively  to  place  them  in  a  better  competitive  position  in  the  capital  market 
and  thus  to  encourage  a  greater  flow  of  funds  into  mortgage  investment. 

Economic  developments  in  recent  years  show  the  basic  role  that  monetars- 
and  fiscal  restraints  must  play  if  the  excesses  that  often  accompany  pros¬ 
perity  are  to  be  avoided.  At  the  same  time,  this  experience  suggests  that 
fiscal  and  monetaiy  policies  must  be  supported  by  appropriate  private  poli¬ 
cies  to  assure  both  a  high  level  of  economic  activity  and  a  stable  dollar. 
When  production,  sales,  and  employment  are  high,  wage  and  price  increases 
in  important  industries  create  upward  pressures  on  costs  and  prices  gen¬ 
erally.  To  depend  exclusivelv  on  monetaiy  and  fiscal  restraints  as  a  means 
of  containing  the  upward  movement  of  prices  would  raise  serious  obstacles 
to  the  maintenance  of  economic  growth  and  stability.  In  the  face  of  a 
continuous  upward  pressure  on  costs  and  prices,  moderate  restraints  would 
not  be  sufficient ;  yet  stronger  restraints  would  bear  with  undue  severity  on 
sectors  of  the  economy  having  little  if  any  responsibility  for  the  movement 
toward  a  higher  cost-price  level  and  would  court  the  risk  of  being  excessively 
restrictive  for  the  economy  generally. 

These  are  not  acceptable  alternatives  to  stable  and  balanced  economic 
growth.  The  American  economy  possesses  the  potentials  for  expansion 
and  improvement.  If  these  potentials  are  supported  by  proper  fiscal  and 
monetary  policies  on  the  part  of  Government,  and  by  appropriate  private 
policies,  our  economy  can  achieve  and  maintain  high  levels  of  production, 
employment,  and  income  with  stable  prices. 

The  Current  Economic  Situation 

The  level  of  economic  activity  was  high  as  1 956  ended.  Business  capital 
outlays  were  still  increasing  in  volume.  Nonagricultural  employment  and 
payrolls  were  growing,  and  unemployment  was  low.  Retail  sales  were 
rising  during  the  final  quarter  of  the  year.  Foreign  trade  and  investment 
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remained  high,  and  agricultural  exports  were  particularly  large.  The  steady 
rise  of  expenditures  by  State  and  local  governments  was  continuing,  and 
expenditures  of  the  Federal  Government  increased  moderately. 

On  the  other  hand,  outlays  for  residential  building,  and  the  output  of 
some  products  dependent  on  it,  were  continuing  their  already  extended 
decline,  although  housing  starts  lemaincd  above  an  annual  rate  of  1  million 
during  the  final  months  of  the  year.  Prompted  by  persistent  and  heavy 
competitive  pressures,  adjustments  in  output  were  being  made  by  manu¬ 
facturers  of  some  of  the  major  household  appliances.  The  demand  for 
funds  was  generally  heavy  relative  to  the  supply,  and  business  concerns  and 
financial  institutions  were  in  a  less  liquid  position  as  a  result  of  the  heavy 
financing  requirements  they  had  met  during  the  year. 

business  inventories  increased  during  the  closing  months  of  1956,  largely 
reflecting  additions  to  stocks  by  automobile  dealers  and  manufacturers, 
further  aiquisitions  by  the  machinery  and  equipment  industries,  in  which 
output  and  sales  were  rising,  and  enlargement  of  stocks  by  steel  users 
generally.  On  the  whole,  howe\er,  inventories  did  not  appear  to  be 
excessive  relative  to  sales. 

How  economic  activity  will  move  in  the  coming  months  cannot  be  con¬ 
fidently  foreseen,  but  the  likely  direction  of  movement  of  certain  major 
categories  of  expenditure  and  demand  is  suggested  by  facts  now  available. 
First,  ])resent  indications  are  that  business  capital  outlays  will  rise  moderately 
(luring  the  months  ahead.  Orders  for  durable  goods  have  been  exceeding 
sales  for  some  time,  so  that  unfilled  orders,  particularly  those  for  industrial 
and  electrical  machineiA’,  have  continued  to  rise.  Surveys  of  business  plans 
for  capital  expenditure  in  1957  also  point  to  some  further  increase  above 
current  levels.  However,  these  surveys  suggest  a  lower  rate  of  increase  than 
in  1956.  Some  of  the  unusually  large  expansion  programs  begun  a  year  or 
two  ago  are  scheduled  to  be  completed  this  year.  Financing  considerations 
have  prompted  the  postponement  of  some  projects.  And  further  increases 
in  the  output  of  capital  gocxls  will  inevitably  be  limited  by  the  fact  that  some 
of  the  industries  producing  cajiital  goods  are  themselves  operating  at  or  near 
capacity  rates. 

Second,  the  long-extended  increase  in  State  and  local  government  ex¬ 
penditures —  nearly  $5  billion  per  year  in  recent  years — can  be  expected  to 
continue  as  tlu'se  units  endeavor  to  meet  the  rapidly  rising  requirements  for 
their  facilities  and  services.  Federal  spending  also  is  expected  to  be  some¬ 
what  higher  during  the  calendar  year  1957,  because  of  defense  needs  and 
obligations  for  essential  civilian  services. 

Third,  planned  expansions  in  public  projects,  together  with  the  large 
capital  outlays  of  businesses  and  increases  in  institutional  building,  favor  a 
high  rate  of  total  expenditure  for  new  construction  in  the  months  ahead. 
Home  builders’  plans  for  the  new  season,  however,  appear  to  have  been 
affected  by  the  limited  availability  of  mortgage  investment  funds,  though 
recent  Government  actions  should  help  cushion  the  impact  of  credit  re- 


straints  on  home  building.  The  reduced  supply  of  new  homes  tends  to 
create  market  conditions  favorable  to  the  absorption  of  additional 
construction. 

Fourth,  while  the  factors  inP.uencing  our  markets  abroad  are  complex 
and  diverse,  foreign  trade  and  investment  on  balance  appear  likely  to  remain 
high. 

Finally,  the  positive  elements  in  the  current  economic  situation  augur 
well  for  high  employment  which,  combined  witlt  good  earnings,  should 
provide  consumers  with  the  means  to  spend  more  in  the  months  ahead. 
The  confidence  of  the  American  people  in  the  strength  of  the  economy 
remains  high,  favoring  continued  large  consumer  expenditures.  The  per¬ 
sistent  drive  of  our  people  to  improve  their  levels  of  living  and  their  willing¬ 
ness  to  work  hard  to  achieve  this  purpose  are  important  for  the  near-term 
economic  outlook  as  well  as  for  the  vitality  of  our  economic  system  in  the 
long  run. 

Uncertainties  are  always  present,  however,  and  allowances  must  be  made 
for  them.  One  of  the  most  important  stems  from  the  present  international 
situation.  A  second  relates  to  the  movement  of  prices.  While  the  moder¬ 
ate  upward  drift  of  the  price  level  may  not  yet  have  run  its  course,  enlarged 
output,  improved  productivity,  and  vigorous  competition,  supported  by 
appropriate  public  and  private  policies,  can  help  counteract  the  forces 
making  for  higher  prices. 

A  third  element  of  uncertainty  pertains  to  the  various  factors  that  affect 
the  initiation  of  new  programs  of  capital  outlays  by  businesses.  Although 
there  were  indications  of  improvement  at  the  close  of  1956,  profit  margins 
and  total  profits  in  many  industries  were  reduced  by  rising  costs.  In  some 
cases,  declining  profits  tend  to  accelerate  capital  outlays,  as  businesses  seek 
to  reduce  costs  through  the  installation  of  more  efficient  productive  facilities; 
in  others,  capital  outlays  arc  adversely  affected,  as  lower  profits  reduce  both 
the  incentive  and  the  financial  ability  to  maintain  or  augment  these  expendi¬ 
tures.  Finally,  while  the  flow  of  new  savings  available  for  investment  should 
remain  large,  meeting  the  prospective  heav^  private  demands  for  funds  and 
those  of  State  and  local  governments  will  continue  to  pose  problems  of  tim¬ 
ing  and  balance  in  the  capital  markets. 

These  and  other  uncertainties  and  problems  which  inevitably  arise  in  a 
dynamic  economy  present  a  challenge  to  Government  and  to  individuals  and 
economic  groups  to  meet  their  respective  responsibilities  for  maintaining 
stable  economic  growth.  If  all  live  up  to  these  responsibilities,  there  are 
grounds  for  confidence  that  the  over-all  prosperity  which  the  Nation  has 
been  enjoying  will  be  extended  into  the  months  ahead,  and  that  the  capacity 
of  our  economy  to  provide  the  high  levels  of  employment,  production,  and 
purchasing  power  envisaged  by  the  Employment  Act  will  be  further  en¬ 
hanced.  Favorable  attention  by  the  Congress  to  the  economic  program 
outlined  in  the  next  chapter  can  make  a  major  contribution  to  achieving 
these  objectives. 
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Chapter  4 

Extending  and  Broadening  Economic  Progress 

^T''HE  LEGISLA'nV’E  PROPOSALS  presented  in  this  chapter  and  in 
J.  the  three  preceding  Economic  Reports  have  been  designed  to  implement 
the  Employment  Act  by  fostering,  guiding,  and  complementing  private 
economic  activity.  The  accent  and  detail  of  these  programs  have  varied 
according  to  economic  conditions  and  prospects.  But  in  every  case  they 
have  been  shaped  by  three  common  objectives:  to  strengthen  our  enterprise 
system,  to  enlarge  our  national  resources,  and  to  improve  our  level  of  living. 
The  proposals  put  forward  in  this  chapter  seek  to  achieve  the  first  of  these 
objectives  by  maintaining  sound  public  finances,  improving  private  financial 
facilities,  promoting  thrift,  strengthening  competition,  widening  oppor¬ 
tunities  for  small  business,  and  strengthening  economic  tics  with  other 
countries.  The  second  objective  leads  to  proposals  for  increasing  our  public 
assets  where  needed,  developing  our  human  and  natural  resources,  promot¬ 
ing  agricultural  adjustments,  and  assisting  local  areas  that  experience 
persistent  unemployment.  As  steps  toward  the  third  goal,  proposals  are 
advanced  for  Improving  housing,  health,  and  personal  security.  The  pro¬ 
gram  as  a  whole  is  designed  to  consolidate  the  economic  gains  already 
achieved  and  to  strengthen  the  base  for  further  progress. 

Mai.ntai.mno  Sou.nd  Government  Finances 

Expenditures  of  all  Federal,  State,  and  local  agencies  currently  account 
for  nearly  one  out  of  every  five  dollars  spent  on  goods  and  sciatccs  in  tlie 
United  States.  This  fact  provides  a  measure  of  the  magnitude  of  govern¬ 
mental  demands  in  our  economy,  whether  or  not  they  involve  a  budgetary 
deficit,  and  emphasizes  tlie  importance  of  wise  and  responsible  budget 
policy  at  all  levels  of  government. 

Three  fundamentals  of  budgetar\’  policy  have  guided  the  .Administration 
in  conducting  the  fiscal  affairs  of  the  Federal  Government  in  the  last  four 
years.  First,  there  is  the  strict  discipline  which  the  budget  properly  e.xer- 
cises  over  expenditures.  While  adequate  provision  must  be  made  for  essen¬ 
tial  scrv’iccs  that  Government  is  In  the  best  position  to  provide,  the  test  of 
essentiality  should  be  firmly  applied.  This  principle  of  budgetary  policy 
leaves  no  room  for  operations  of  the  Federal  Government  that  are  not  truly 
necessary,  or  that  can  be  performed  better  and  more  economically  through 
private  efforts  or  by  State  or  local  governments.  A  second  major  principle 
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of  budgetary  policy  derives  fioni  the  fact  that  huge  governmental  expendi¬ 
tures  inevitably  place  a  heavy  burden  of  taxes  on  the  economy.  I’his  burden 
must  ultimately  be  borne  by  the  individual  citizen,  wherever  and  how¬ 
ever  the  taxes  are  levied.  Sound  fiscal  policy  distributes  the  tax  burden  as 
fairly  as  possible  and  imposes  the  least  possible  restraint  on  those  incen- 
tiv’es — to  w'ork,  to  save,  and  to  invest — that  are  basic  both  to  our  system  of 
competitive  enterprise  and  to  the  growth  potential  of  the  economy.  A 
third  aspect  of  fiscal  management,  which  has  rightly  received  increased 
attention  in  recent  years,  is  that  the  financial  affairs  of  (iovernment  should 
be  so  administered  as  to  help  stabilize  the  economy  and  to  encourage  sound 
growth.  The  principle  of  flexibility  in  fiscal  policy  calls  for  relating  the 
budget  as  far  as  feasible  to  economic  conditions,  helping  to  counteract 
inflationary  or  deflationary  tendencies  as  the  situation  reciuires. 

These  fundamentals  of  budgetary  policy  also  provide  sound  guidance 
today.  The  present  situation  requires  that  Goveinnn'nt  expenditures  be 
kept  under  close  control.  Increases  should  be  limited  to  dearly  essential 
needs,  and  reductions  should  be  achieved  wherever  possible.  In  this  way 
the  Federal  Government  can  avoid  adding  unnecessarily  to  the  pressures 
to  which  the  economy  is  already  subject.  'I'he  legislative  proposals  pre¬ 
sented  here  have  been  fonnulated  with  this  consideration  in  view.  The 
Congress,  also,  should  scrutinize  with  special  care  all  suggestions  for  legis¬ 
lative  action  that  would  place  additional  burdens  on  the  Federal  budget. 

In  view  of  the  budgetary  outlook  and  prospective  economic  conditions, 
present  tax  rates  should  be  continued  so  as  to  preserve  a  high  level  of 
revenue  and  to  permit  a  further  reduction  of  d«‘bt.  'I'he  excise  rates  on 
automobiles  and  parts,  cigarettes,  distilled  spirits,  wines,  and  beer,  and  the 
tax  rate  on  the  income  of  corporations,  should  be  retained  at  their  present 
levels  for  another  year.  Certain  proposals  for  tax  adjustments  for  small 
business  concerns  arc  discussed  in  a  later  section  of  this  chapter. 

The  maximum  limit  set  by  the  Congress  on  the  size  of  the  Federal  debt 
is  now  $278  billion,  but  it  will  return  to  $27.')  billion  on  June  30,  19.37,  in 
accordance  with  present  law.  The  current  outlook  for  budget  surpluses 
available  for  debt  retirement  both  this  year  and  next,  together  with  a 
steadily  improving  seasonal  distribution  of  revenue,  should  permit  the 
Treasury'  to  operate  within  the  $275  billion  ceiling  during  the  fiscal  year 
1958.  This  will  be  true,  however,  only  if  expenditures  are  kept  under  close 
control  by  both  the  Executive  and  the  Congress  and  if  tax  revenues  come 
up  to  expectation. 

The  expenditures  of  State  and  local  governments  are  now  about  half 
those  of  the  Federal  Government,  and  their  recent  rate  of  increase  has 
been  considerably  higher.  The  principal  objects  of  this  increased  spending 
are  schools,  highways,  and  the  variety  of  community  facilities  required  by 
population  increase  and  the  rapid  growth  of  suburban  areas.  In  view  of 
the  exceptionally  high  demands  for  the  labor,  materials,  and  equipment 
needed  to  carry  out  these  projects,  it  is  inevitable  that  not  all  of  them 
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can  go  forward  as  rapidly,  or  on  as  large  a  scale,  as  may  be  desired.  Finan¬ 
cial  considerations  also  may  require  some  rescheduling  of  proposed  projects, 
since  State  and  local  governments  with  large  borrowing  requirements  have 
already  encountered  heavy  competing  demands  in  the  capital  markets. 
Some  improvement  in  the  ability  of  these  governmental  units  to  finance 
their  projects  would  result  from  an  amendment  of  the  Internal  Revenue 
Code  to  extend  the  “conduit  principle”  to  regulated  investment  companies 
that  hold  their  assets  in  State  and  local  securities.  The  amendment,  which 
would  involve  no  loss  of  revenue,  would  permit  regulated  investment  com¬ 
panies  of  this  type  to  pass  through  to  their  stockholders  the  tax-exempt 
status  of  the  income  received  on  State  and  local  securities.  The  Congress 
is  retjuested  to  enact  legislation  to  accomplish  this  result. 

The  Economic  Report  of  Januarv-  1956  recommended  that  State  govern¬ 
ments  review  State  and  local  debt  limits  and  other  legal  restrictions  on 
Ixirrowing  for  public  works.  The  pressures  on  debt  limits  have  increased 
in  the  past  year.  In  view  of  the  heavy  prospective  capital  expenditures 
recjuired  of  State  and  local  governments,  and  the  fiscal  capacities  of  these 
governments,  existing  legal  limits  on  the  amount  of  debt  and  interest  rates 
may  in  some  cases  still  not  be  realistic. 

Improving  Private  Financial  Facilities  and  Promoting  Thrift 

The  exeeptionallv  heavy  demands  which  economic  expansion  is  placing 
on  credit  and  capital  markets  have  directed  attention  increasingly  to  ques¬ 
tions  concerning  the  adequacy  of  our  financial  facilities,  and  of  the  laws 
and  regulations  which  govern  their  operation.  .Alert  to  these  problems, 
the  Senate  Committee  on  Ranking  and  Currency  during  the  past  year  made 
an  extensive  and  constructive  investigation  of  Federal  laws  affecting  finan¬ 
cial  institutions.  I’he  impact  on  the  economy  of  monetary  policies  designed 
to  restrain  inllationar\’  jxessures  has  also  become  increasingly  a  matter  of 
public  concern.  There  is  need  at  this  time  of  a  thorough  study  of  recent 
changes  in  our  financial  structure  and  practices,  covering  the  activities 
of  public  as  well  as  private  agencies,  and  of  the  legislative  and  adminis¬ 
trative  steps  needed  to  improve  our  facilities  for  meeting  credit  and  capital 
requirements  and  for  exercising  appropriate  controls  over  credit.  The 
State  of  the  Union  Message  recommended  that  the  Congress  authorize  a 
National  Monetarv-  and  Financial  Commission  to  perform  this  important 
task.  The  Commission  should  be  composed  of  distinguished  citizens  of  out¬ 
standing  competence  and  experience  in  tlie  range  of  questions  to  be  studied. 

Last  year’s  Economic  Report  stated  that  the  time  was  appropriate  for 
the  Congress  and  the  Executive  Branch  to  study  the  need  for  stand-by- 
authority  to  set  limits,  whenever  required  by  economic  conditions,  on  the 
downpay-ment  and  maturity  terms  of  instalment  credit  for  the  purchase  of 
consumer  durable  goods.  At  the  request  of  the  President,  the  Board  of 
Governors  of  the  Federal  Reserve  System  undertook  a  comprehensive  study 
of  the  subject  early  in  1956.  The  full  results  of  this  study  will  shortly 


become  available.  They  will  serve  as  a  useful  guide  in  determining  whether 
legislative  action  is  desirable. 

The  Congress  is  requested  to  give  favorable  consideration  to  proposals 
that  will  be  made  for  strengthening  the  Securities  and  Exchange  Commis¬ 
sion’s  authority  to  prevent  certain  remaining  types  of  abuses  in  the  dis- 
tribution  and  sale  of  securities.  Securities  legislation  must  be  guided  by 
twin  objectives.  It  must  afford  adequate  protection  to  the  investor  and  at 
the  same  time  facilitate  the  flow  of  investment  funds  into  legitimate  business 
undertakings.  It  is  important  in  the  latter  connection  to  take  due  account 
of  the  needs  of  small  and  medium-sized  concerns  for  c.apital,  and  particularly 
for  venture  capital. 

If  a  vigorous  rate  of  economic  growth  is  to  be  realized  without  recourse 
to  inflationary  finance,  the  supply  of  savings  must  be  sufficiently  high  to 
meet  the  heavy  demands  for  funds  for  private,  State,  and  local  undertak¬ 
ings.  The  Federal  Government  is  releasing  funds  for  such  purposes  by  a 
budgetary’  surplus  and  reduction  of  its  debt.  But  the  individual  occupies 
a  strategic  position  in  the  saving  process.  The  most  important  contribu¬ 
tions  that  the  Federal  Government  can  make  toward  encouraging  indi¬ 
vidual  thrift  arc  to  help  sustain  high  levels  of  employment  and  income  and 
to  preserve  the  buying  power  of  the  dollar.  Government  can  also  help  by 
making  needed  adjustments  in  the  rate  of  return  on  savings,  where  maxi¬ 
mum  limits  are  set  by  law  or  by  administrative  action.  The  recent  action 
of  the  Federal  Reserxe  authorities  and  the  Federal  Deposit  Insurance 
Corporation  in  raising  the  upper  limit  of  interest  rates  on  time  and  savings 
deposits  at  commercial  banks  was  designed  both  to  give  positive  encourage¬ 
ment  to  additional  saving,  and  to  place  these  forms  ol  savings  in  a  better 
competitive  position  relative  to  other  forms. 

Strengthening  Competition 

The  capacity  of  our  free  economy  to  grow  and  to  spread  its  benefits  widely 
derives  in  large  measure  from  the  discipline  provided  by  competitive 
markets.  It  is  this  discipline  that  converts  the  natural  drive  for  self- 
advancement  into  a  constructive  social  force  and  curbs  the  misuse  of 
economic  power.  The  preservation  and  strengthening  of  competition 
must,  therefore,  be  a  leading  objective  of  public  policy.  It  is  not  the  role 
of  Government  to  regulate  the  size  of  business  as  such,  for  large  as  well  as 
small  concerns  serv'e  socially  constructive  purposes  in  a  competitive  economy. 
The  essential  function  of  Government  in  this  sphere  is  to  foster  a  comp>eti- 
tive  environment  in  which  all  segments  of  business  can  share  fairly  in 
opportunities  to  realize  their  potentialities.  Vigorous  enforcement  of  the 
antitrust  laws  is  basic  to  the  attainment  of  this  objective,  for  threats  of 
encroachment  on  competition  are  always  present  and  assume  constantly 
changing  forms.  Accordingly,  the  agencies  of  Government  charged  with 
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ciiloiciiig  the  anliti  usl  laws  must  bt*  constantly  alert  and  must  have  adequate 
means  to  discharge  their  responsibilities. 

Both  the  Department  of  Justice  and  the  Federal  Trade  Commission  have 
in  recent  years  increased  the  rate  of  filing  new  proceedings,  many  of  which 
affect  broad  and  vital  areas  of  the  economy.  They  have  done  much  also  to 
make  Section  7  of  the  Clayton  Act  an  effective  antitrust  weapon.  The  vigor¬ 
ous  application  of  this  law  provides  a  strong  deterrent  to  mergers,  whether 
accomplished  through  the  acquisition  of  assets  or  by  the  purchase  of  stock, 
that  may  tend  substantially  to  lessen  competition  or  to  create  a  monopoly. 

Steps  have  been  taken  by  both  agencies  to  expedite  the  disposition  of 
antitrust  cases  and  to  follow  up  on  compliance.  The  Justice  Department 
has  made  effective  use  of  prefiling  negotiations  and  is  making  a  continuing 
effort  to  secure  enforcement  in  actions  successfully  terminated.  Similarly, 
the  Federal  Trade  Commission  has  screened  over  2,000  cease-and-desist 
orders  since  August  1954,  to  bring  their  compliance  up  to  date. 

To  perfonn  their  purpose  fully,  the  antitrust  laws  require  not  only  vigor, 
ous  enforcement  but  adaptation  to  changing  economic  conditions.  This 
fact  was  recognized  by  the  apjx)intment  in  1953  of  the  Attorney  General’s 
National  Committee  to  Study  the  .Antitrust  Laws,  and  by  the  enactment,  in 
substance,  of  three  of  the  Committee’s  proposals.  Further  recommendations 
were  made  last  year  in  the  Economic  Report  and  in  the  Progress  Report  of 
the  Cabinet  Committee  on  Small  Business.  The  Congress  is  urged  to  take 
favorable  action  on  these  proposals.  First,  to  aid  proper  enforcement  of 
merger  and  other  antitrust  statutes,  the  Attorney  General  should  have  the 
power,  where  civil  proceedings  are  contemplated,  to  issue  a  civil  investigative 
demand,  thus  making  possible  the  production  of  necessary  documents  with¬ 
out  the  need  of  grand  jury  proceedings.  Second,  cease-and-desist  orders 
of  the  Federal  Trade  Commission  under  the  Clayton  .Act  should  be  made 
final,  unless  appealed  to  the  courts.  Third,  a  scries  of  interrelated  meas¬ 
ures  would  strengthen  the  Government’s  ability  to  deal  specifically  with 
mergers:  requirement  of  advance  notification  of  proposed  mergers  that  are 
likely  to  have  significant  effect  on  competition;  extension  of  Federal  regula¬ 
tion  to  cover  bank  mergers  by  asset  as  well  as  by  stock  acquisition ;  application 
of  the  Clayton  Act  to  mergers  where  cither  party  is  in  interstate  commerce; 
and  authorization  of  the  Federal  Trade  Commission,  in  merger  cases  where  it 
believes  violation  is  likely,  to  seek  a  preliminary  injunction  before  a  com¬ 
plaint  is  filed. 

In  the  field  of  regulated  industries  we  have  departed  to  a  degree  from  our 
traditional  reliance  on  competitive  market  forces  and  substituted  direct 
Government  regulation  as  a  means  of  protecting  the  public  interest.  The 
Presidential  Advisory  Committee  on  Transport  Policy  and  Organization  has 
made  recommendations  that  would  free  common  carriers  from  certain 
administrative  limitations  on  their  ability  to  compete.  The  National  Com¬ 
mittee  to  Study  the  Antitrust  Laws  called  for  Congressional  inquiry  to 


determine  whether  greater  applieation  of  antitrust  laws  to  regulated  areas 
might  be  warranted.  The  recommendations  of  these  two  groups  deserve 
consideration  by  the  Cong’  css. 

Widening  the  Opporti  nttiks  for  Small  Rusiness 

An  intensive  and  continuing  study  of  the  problems  confronting  small 
business  is  being  made  by  the  Cabinet  Committee  on  Small  business,  which 
was  appointed  by  the  President  on  May  31,  19")6.  I  he  Committee  is 
charged  with  the  task  of  fonnulating  recommendations  for  administrative 
and  legislative  actions  to  expand  the  opportunities  of  small  firms  to  grow 
and  prosper.  While  policies  that  strengthen  competitive  forces  and  foster 
stable  economic  growth  are  the  surest  means  for  improving  the  ojiportuni- 
ties  of  small  business  in  a  free  economy,  specific  measures  are  needed  to  deal 
with  problems  of  special  importance  to  this  sector  of  the  economy. 

The  first  Progress  Report  of  the  Committee,  which  was  submitted  on 
August  7,  1956,  made  14  recommendations  for  action.  The  substance  of 
two  of  the  Committee’s  recommendations,  directed  to  the  preservation  and 
strengthening  of  competitive  markets,  was  dealt  with  In  the  preceding  sec¬ 
tion  of  this  Report ;  others  concern  financing  and  technical  assistance,  taxa¬ 
tion,  procurement,  and  paperwork. 

Small  businesses,  particularly  those  that  are  new  and  growing,  frequentlv 
encounter  difficulty  in  obtaining  the  amount  and  type  of  financing  they 
need.  Several  Government  programs  help  meet  this  problem.  Fii^t,  the 
Small  Business  Administration  makes  loans  to  qualifying  small  businesses  , 
unable  to  obtain  funds  on  reasonable  tenns  from  private  sourees.  It  has 
fjerformed  this  function  as  far  as  possible  with  the  participation  of  private  ; 
financial  institutions.  In  1955,  the  continuation  for  two  more  years  of 
the  Small  Business  Administration  was  approved,  and  its  lending  authority 
was  strengthened.  .At  this  time  the  Congress  is  requested  to  extend  the 
Small  Business  Act. 

Second,  the  access  of  small  and  medium-sized  businesses  to  the  capital 
markets  is  facilitated  by  the  provision  of  a  simplified  notification  procedure 
for  issues  of  securities  that  do  not  exceed  $300,000,  and  by  the  examination  i 
and  processing  of  applications  for  such  small  issues  by  the  Securities  and  : 
Exchange  Commission  in  its  field  offices.  In  view  of  the  increased  needs  1 
for  capital  which  confront  small  business  in  a  growing  economy,  the 
Cabinet  Committee  recommended  that  the  Congress  authorize  the  extension 
of  these  simplified  procedures  to  issue  of  securities  that  do  not  exceed  | 
$500,000.  To  avoid  any  lessening  of  protection  to  investors,  the  procedures  j 
should  be  allowed  only  to  seasoned  businesses  and  withheld  from  so-called  | 
“penny  stocks.”  The  Congress  is  urged  to  take  favorable  action  on  this  | 
Cabinet  Committee  proposal.  i 

Small  businesses  have  benefited  materially  from  recent  tax  law  changes —  { 

the  expiration  of  the  excess  profits  tax,  the  1954  reduction  of  the  personal  f 
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income  tax,  and  the  extensive  revision  of  the  Internal  Revenue  Code. 
However,  the  reliance  of  small  concerns  on  self-financing  is  such  that  they 
are  especially  sensitive  to  the  burden  of  taxation.  Certain  adjustments  in 
the  tax  laws  would  ease  their  financing  problems  and  help  maintain  their 
independent  status.  The  Cabinet  Committee  on  Small  Business  made  a 
careful  study  of  tax  changes  that  would  benefit  small  business  concerns, 
and  presented  a  number  of  recommendations  for  such  changes.  The  Con¬ 
gress  should  give  early  consideration  to  those  Cabinet  Committee  recom¬ 
mendations  for  tax  relief  that  would  involve  only  a  minimum  loss  of  revenue. 
Consideration  of  further  changes  should  be  deferred  until  such  time  as  a 
general  tax  reduction  is  {wssible. 

EfTorts  to  widen  the  participation  of  small  business  in  Government  pro¬ 
curement  must  continue.  Under  Defense  Department  programs,  small 
business  suppliers  are  actively  sought  out  and  given  an  opportunity  to 
compete  for  contracts  on  fair  terms  with  larger  companies.  The  Depart¬ 
ment  has  cooperated  with  the  Small  Business  Administration  in  a  joint  set- 
aside  program  under  which  procurement  contracts  are  screened  for  award 
to  small  business.  In  the  past  year  this  program  was  extended  to  various 
civilian  executive  agencies,  following  a  successful  pilot  program  conducted 
by  the  General  Services  Administration  in  1955  in  cooperation  with  the 
Small  Business  Administration.  Also,  the  Defense  Department,  mindful 
of  the  limited  op|X)rtunities  for  prime  contracting  open  to  such  businesses  as 
defense  weapons  become  more  com|)lex,  has  initiated  a  program  to  stimulate 
subcontracting  with  small  businesses. 

Three  additional  recommendations  on  procurement  programs,  which 
were  made  by  the  Cabinet  Committee  on  Small  Business,  have  already  been 
given  effect  by  administrative  action.  First,  a  comprehensive  review  of 
procurement  policies,  procedures,  and  legislation,  covering  all  departments 
and  agencies,  is  being  conducted  by  the  General  Services  Administration. 
Second,  regulations  have  been  issued  by  those  departments  and  agencies 
responsible  for  substantial  amounts  of  procurement  to  assure  prompt  avail¬ 
ability  of  progress  payments  and  to  make  certain  that  the  need  for  advance  or 
progress  payments  will  not  handicap  a  qualified  fwtential  contractor  in 
compecing  for  procurement.  Third,  through  amendment  of  its  regulations, 
the  Renegotiation  Board  has  made  it  clear  that  subcontracting,  especially 
with  small  concerns,  is  given  favorable  consideration  in  the  determination 
of  allowable  profits,  although  the  allowable  profit  to  a  prime  contractor  on 
subcontracted  work  may  not  be  as  large  as  on  the  work  that  he  does  himself. 

The  Federal  Government  can  save  small  businesses  time  and  money  by 
reducing  the  paperwork  required  by  its  programs.  In  this  connection,  the 
Congress  is  requested  to  authorize  the  consolidation  of  wage  reporting  by 
employers  for  income  tax  withholding  and  old  age  and  survivors  insur¬ 
ance  purpKJses.  As  recommended  by  the  Cabinet  Committee  on  Small 
Business,  the  Bureau  of  the  Budget  is  reviewing  the  reports  and  statistics 
which  small  businesses  must  now  maintain  for,  or  supply  to,  Government, 
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in  order  to  simplify  them.  This  desirable  objective  must  be  weighed, 
however,  against  the  need  for  better  information  on  the  economic,  position 
of  small  businesses. 

The  facilities  of  a  commercial  or  industrial  type  that  are  owned  and 
operated  by  the  Federal  Government  compete  in  many  cases  with  private 
enterprise,  and  particularly  with  small  businesses.  Each  Government 
agency  has  been  instructed  to  examine  its  activities  of  this  type  and  to  dis¬ 
continue  or  curtail  tlicm  wherever  feasible  and  consistent  with  the  public 
interest. 

Strengthening  Economic  Ties  With  Other  Gountries 

A  major  objective  of  United  States  foreign  economic  policy  continues  to 
be  to  facilitate  and  increase  the  international  flow  of  goods  and  capital  on  a 
nondiscrirninatory  basis.  Since  the  volume  of  our  imports  and  the  amount 
of  private  funds  available  for  investment  abroad  depend  mainly  on  domestic 
prosperity,  a  stable  and  growing  economy  at  home  is  an  essential  founda¬ 
tion  for  a  sound  structure  of  world  trade.  But  positive  measures  are  needed 
to  help  other  nations  participate  in  the  growth  and  prosperity  of  the  fn  < 
world.  Considerable  progress  has  been  made  in  this  direction  in  the  la'>t 
four  years,  but  important  opportunities  remain. 

By  multilateral  reductions  of  trade  barriers,  the  United  States  has  pio- 
moted  the  nondiscrirninatory  flow  of  goods,  while  rcser\ing  the  right  t(' 
prevent  serious  injury  to  domestic  industries.  The  authority  initially  granted 
by  the  Reciprocal  Trade  Agreements  Act  of  1934  was  extended  until 
June  30,  1958,  wiih  some  modifications,  by  the  Trade  .Agreements  Extension 
.Act  of  1955.  The  1955  legislation  provided  the  President  with  certain 
new  authority.  Specifically,  it  permitted  the  reduction  of  tariffs  on  a  re¬ 
ciprocal  basis  by  as  much  as  5  percent  a  year  for  three  years,  and  made 
possible  the  reduction,  in  annual  stages,  of  rates  in  excess  of  50  pt'rcent  ad 
valorem  to  the  50  piercent  level.  In  accordance  with  this  legislation,  recipro¬ 
cal  tariff  concessions  involving  approximately  $1  billion  of  United  States 
exports  and  imports  were  negotiated  with  21  foreign  countries  in  1956  under 
the  General  Agreement  on  Tariffs  and  Trade  (G.ATT).  In  1955,  prior 
to  the  passage  of  the  Trade  Agreements  Extension  Act,  the  United  States 
and  16  other  countries  concluded  substantial  tariff  negotiations  with  Japan 
under  the  G.ATT,  thereby  bringing  that  countn.'  economically  closer  to  the 
rest  of  the  free  world.  The  “escape  clause”  and  “peril  point”  provisions  of 
the  Trade  Agreements  Act,  which  are  designed  to  protect  domestic  indus¬ 
tries  against  serious  injury  from  tariff  concessions,  continue  to  serve  as  safe¬ 
guards  for  domestic  enterprise  in  a  manner  broadly  consistent  with  trade 
liberalization. 

Multilateral  negotiations  under  the  G.ATT  have  been  more  effective  than 
bilateral  negotiations  in  reducing  trade  barriers  and  discriminatory  restric¬ 
tions  against  our  exports.  To  make  the  GATT  an  even  more  effective 


instrument  for  removing  discrimination  against  our  exports,  an  administra¬ 
tive  agency — the  Organization  for  Trade  Cooperation — is  required.  In 
order  to  enhance  the  advantages  that  the  GATT  now  provides,  Congress  is 
requested  to  enact  legislation  authorizing  United  States  membership  in  the 
Organization  for  Trade  Cooperation. 

The  United  States  has  provided  large  sums  to  assist  the  economic  develop¬ 
ment  of  other  countries  through  Government  grants  and  loans  and  private 
investment.  The  last  three  Economic  Reports  have  emphasized  the  de¬ 
sirability  of  encouraging  private  investment  in  countries  seeking  to  expedite 
their  development.  Private  investment  is  generally  accompanied  by  tech¬ 
nical  and  managerial  services  that  are  as  necessar\'  as  capital  funds  but  are 
often  more  difficult  to  obtain.  At  present,  foreign  tax  inducements  to 
attract  capital  are  in  some  situations  nullified  by  not  allowing  credit  in 
determining  United  States  tax  liability  for  income  taxes  waived  by  the  coun- 
tr\’  in  which  the  investment  is  made.  The  investment  of  private  funds 
abroad  would  be  facilitated  by  tax  treaties  which,  subject  to  appropriate 
safeguards,  recognize  the  laws  of  other  countries  designed  to  attract  new 
investment. 

The  economic  development  of  the  free  world  has  been  materially  aided 
by  grants  and  loans  extended  by  our  Government.  For  the  current  fiscal 
year,  $1.8  billion  was  appropriated  for  nonmilitary  assistance  under  the 
.Mutual  Security  Program,  including  defense  support,  development  assist¬ 
ance,  technical  cooperation,  and  other  programs.  Recommendations  will 
be  presented  to  the  Congress  to  continue  this  assistance  and  to  provide  the 
flexibility  needed  to  help  meet  the  challenge  of  rapidly  changing  interna¬ 
tional  conditions. 

The  Export- Import  Bank  has  loaned  substantial  amounts  to  finance  our 
exports  and  to  assist  economic  development  abroad.  Private  capital  has 
been  associated  with  many  of  these  loans,  thus  augmenting  the  effectiveness 
of  the  Bank’s  operations.  The  authority  of  the  Export-Import  Bank  to 
approve  credits,  which  expires  June  30,  1958,  should  be  extended. 

The  International  Bank  for  Reconstruction  and  Development  and  the 
International  Monetary  Fund,  which  rely  in  large  part  on  the  capital  sub¬ 
scriptions  and  guarantees  of  the  United  States  Government,  increased  their 
dollar  transactions  markedly  in  1956.  The  lending  activities  of  the  Bank 
aid  in  the  sound  economic  development  of  its  member  countries.  The 
International  Monetary  Fund  helps  member  countries  meet  temporary’ 
maladjustments  in  their  balance  of  payments  positions  and  promotes  sound 
international  financial  policies  and  freer  foreign  exchange  transactions. 
Recently,  it  provided  funds  to  strengthen  the  reserve  position  of  the  United 
Kingdom. 

United  States  customs  procedures  were  simplified  and  inequities  removed 
by  legislation  enacted  in  1953  and  1956.  In  accordance  with  the  1953  law, 
a  series  of  administrative  actions  has  liberalized  import  invoice  requirements. 


The  Customs  Simplification  Act  of  1956  is  intended  to  reduce  burdensome 
delays  and  uncertainties  by  modifying  the  methods  employed  in  the  customs 
valuation  of  imported  merchandise.  On  the  basis  of  other  legislation,  the 
TarifT  Commission  is  investigating  ways  to  improve  the  present  system  of 
commodity  classification  and  the  customs  rate  structure. 

Two  promising  moves  now  under  study  would  further  the  economic  inte¬ 
gration  of  Western  Europe.  One  is  the  establishment  of  a  common  market, 
w'ithout  internal  trade  barriers,  among  the  six  continental  nations  compris¬ 
ing  the  European  Coal  and  Steel  Community.  The  second  is  the  a.ssocia- 
tion  of  the  United  Kingdom  with  these  countries  and  other  continental 
nations  in  a  free  trade  area.  These  moves,  if  brought  to  a  constmetive 
conclusion,  should  add  much  to  the  growing  economic  strength  and  political 
unification  of  the  area,  with  substantial  benefits  to  the  United  States  and 
the  entire  free  world. 

The  continued  industrialization  of  Western  Europe  and  of  much  of  the 
rest  of  the  world  requires  the  expansion  of  economical  sources  of  energy-. 
Members  of  the  European  Steel  and  Coal  Community  are  planning  coopera¬ 
tive  cfTorts  in  the  field  of  atomic  energy.  Action  should  be  taken  by  the 
Congress  to  authorize  full  participation  by  the  United  States  in  the  work  of 
the  International  Atomic  Energ\’  Agency  of  the  United  Nations,  in  order 
to  extend  our  program  of  helping  free-world  nations  share  in  the  benefits  of 
peaceful  use  of  the  atom. 

Enlarging  Public  Assets  and  Developing  Natural  Resources 

Notable  improvements  have  been  made  in  the  last  four  years  in  develop¬ 
ing  our  natural  resources  and  bringing  the  Nation’s  stock  of  public  assets 
more  nearly  into  line  with  the  expanded  private  economy  and  the  requin'- 
ments  of  improved  levels  of  living.  The  amount  spent  on  public  construc¬ 
tion,  including  State  and  local  but  excluding  military'  and  industrial-type 
projects,  increased  steadily  from  $7.8  billion  in  1952  to  $1 1.6  billion  in  1956. 
In  percentage  tenns,  this  increase  outstripped  the  growth  in  national  output 
as  a  whole  and  e.xceeded  the  rise  in  private  construction  expenditures. 

Three  major  public  works  programs,  involving  substantial  Federal  out¬ 
lays,  were  initiated.  First,  work  was  started  in  1954  on  the  St.  Lawrence 
Seaway,  which  will  extend  ocean  transport  into  the  heart  of  the  Nation. 
Construction  of  the  United  States  sector  of  the  Seaway  proper  is  being  fi¬ 
nanced  through  revenue  bonds  issued  to  the  United  States  Treasury,  while 
associated  storage  dams  and  power  installations  will  be  financed  by  fion- 
Federal  agencies.  The  construction  costs  of  these  associated  projects  will 
substantially  exceed  the  outlays  of  the  Federal  Government.  Second,  the 
Upper  Colorado  River  Basin  project  was  authorized  in  1956.  By  providing 
flood  control,  hydroelectric  power,  and  water  for  irrigation  and  other  uses, 
this  project  will  eventually  transform  an  undeveloped  area,  comprising  parts 
of  several  States,  into  a  major  national  productive  asset.  Third,  few  dcvel- 
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opments  in  our  time  offer  greater  promise  for  the  Nation’s  future  growth 
than  the  $25  billion,  I3-ycar  program  enacted  by  the  Congress  last  year  for  a 
national  system  of  interstate  highways. 

A  number  of  other  actions  have  been  taken  in  the  last  four  years  to  add 
to  our  public  assets  and  improve  our  natural  resources.  Expenditures 
for  flood  control  have  been  increa.scd.  Specific  Federal  grants  have  been 
authorized  for  assisting  the  construction  of  pollution  abatement  works  and 
sewage  treatment  facilities  and  for  upstream  watershed  protection.  Fed¬ 
eral  loans  have  been  authorized  for  small  irrigation  projects.  The  tax  laws 
have  been  revised  to  encourage  private  expenditures  for  conservation.  A 
start  has  been  made  on  Mission  66,  a  ten-year  program  of  major  improve¬ 
ments  in  our  national  parks.  A  unit  has  been  established  within  the  Execu¬ 
tive  Branch  to  encourage  and  coordinate  long-range  public  works  planning 
at  all  levels  of  government.  Urban  planning  has  been  strengthened 
through  grants  to  the  States  for  assisting  small  municipalities  and  metro¬ 
politan  or  regional  agencies  in  this  activity  and  through  the  expanded  Urban 
Renewal  Program.  Provision  has  also  been  made  for  interest-free  advances 
for  planning  local  public  works  and  for  loans  to  construct  public  works,  if 
financing  on  reasonable  tenns  is  otherwise  unavailable.  Priority  for  these 
loans  is  given  to  smaller  communities.  Sound  principles  have  been  devel¬ 
oped  for  sharing  the  responsibility  for  improving  public  assets  and  natural 
resources  among  Federal  and  State  and  local  governments.  The  Nation’s 
mineral  resource  base  has  been  strengthened  by  a  number  of  Federal  pro¬ 
grams,  including  those  of  the  Department  of  Interior  for  mapping,  explora¬ 
tion,  and  research  in  mining  methods  and  metallurgy. 

Special  efforts  have  been  made  in  recent  years  to  develop  nuclear  tech¬ 
nology  as  a  constructive  resource.  Progress  was  accelerated  by  the  1954 
amendment  of  the  Atomic  Energy’  Act  of  1946  and  subsequent  adminis¬ 
trative  actions  of  the  Atomic  Energy  Commission.  The  new  law  has  facili¬ 
tated  the  advance  of  our  international  leadership  along  lines  laid  down 
in  the  “Atoms  for  Peace”  proposal  made  to  the  United  Nations  in 
December  1953.  Increasing  use  of  radioisotopes  is  being  made,  here  and 
abroad,  in  research,  medical  therapy,  and  industrial  processes  and  opera¬ 
tions.  Government  policy  places  particular  stress  on  private  development 
of  large-scale  reactors  that  use  the  heat  of  atomic  fission  in  the  generation 
of  electricity  at  competitive  prices.  This  new  source  of  energy’  w'ill  acquire 
increasing  significance  as  accessible  and  high-grade  reserves  of  coal,  oil, 
and  gas  arc  progressively  consumed.  Other  nations  not  so  well  endowed  as 
our  own  with  relatively  low-cost  fossil  fuels  could  benefit  sooner  from  the 
availability  of  atomic  energy.  The  possibility  of  developing  thermonuclear 
(fusion)  reactors  for  generating  low-cost  energy  from  abundant  hydrogen 
is  also  being  explored. 

On  the  whole,  there  appears  to  be  adequate  incentive  for  participation 
by  non-Federal  interests  in  the  development  and  application  of  nuclear 
technology’.  But  if  there  is  a  lag  in  the  construction  of  large-scale  commer- 
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cial  power  reactors  by  these  interests,  it  may  be  necessary  to  recjuest  funds  at 
a  later  date  for  direct  Federal  construction. 

The  Congress  is  requested  to  authorize  partial  governmental  insurance 
against  industrial  atomic  hazards.  If  provision  were  made  for  Federal 
insurance  of  liability,  in  excess  of  the  amounts  covered  by  private  com¬ 
panies,  additional  encouragement  would  be  given  to  the  private  undertaking 
of  extensive  projects,  including  the  construction  and  operation  of  commer¬ 
cial  reactors. 

Federal  assistance  in  the  de\’elopment  of  public  assets  must  be  extended 
to  help  meet  needs  in  certain  areas  of  vital  national  interest.  None  of  these 
is  more  important  than  the  speedy  expansion  of  schcK)l  cla.ssroom  facilities. 
The  Congress  was  requested  last  year  to  enact  a  program  of  Fi-deral  assist¬ 
ance  to  help  overcome  the  critical  shortage  of  schoolrooms.  This  program 
was  designed  to  supplement  the  already  large  elTorts  of  State  and  local 
governments  to  the  extent  necessary  to  meet  the  backlog  of  these  needs 
within  five  years,  after  which  time  full  responsibility  for  school  construction 
would  revert  to  the  State  and  local  governments.  I'he  Congress  is  again 
urged  to  act  on  these  recommendations.  To  make  up  for  lost  time,  provision 
should  be  made  for  completing  the  program  in  four  instead  of  five  years. 

The  President’s  Advisors’  Committee  on  Water  Resources  Policy  has 
reported  on  the  problems  of  providing  the  rapidly  increasing  amounts  of 
water  required  by  population  growth  and  economic  expansion.  It  mad«' 
certain  organizational  proposals,  urged  the  development  of  more  consistent 
policies  of  cooperation  and  cost-sharing  with  State  and  local  governments 
and  other  interests,  and  stressed  the  importance  of  long-range,  basin-wide 
planning.  Recommendations  for  any  legislation  necessarv’  to  accomplish 
these  purposes  will  be  submitted  to  the  Congress  as  they  are  devrloix'd. 

The  partnership  principle,  which  encourages  local  leadership  and  par¬ 
ticipation  in  the  development  of  water  and  power  resources,  should 
continue  to  receive  close  attention  in  current  authorizations  and  appropria¬ 
tions,  Federal  responsibilities  in  specific  projects  should  be  so  defined  as 
to  stimulate  and  facilitate  cooperative  efforts  with  State  and  local  govern¬ 
ments  and  private  enterprise.  Except  for  complex  multipurpose  projects 
of  paramount  national  interest,  for  which  local  resources  are  clearly  insufii- 
cient  or  in  which  local  benefits  cannot  be  clearly  equated  with  local  cost 
burdens,  the  partnership  principle  assures  maximum  benefits  and  speed  of 
completion  within  appropriate  limits  of  Federal  participation.  One  such 
multipurpose  development  which  the  Congress  is  requested  to  authorize 
is  the  Fry ingpan- Arkansas  project.  This  undertaking  would  provide  water, 
supplemental  irrigation,  and  power  in  parts  of  several  States. 

The  prospects  for  long-tcnn  population  growth  present  a  challenge  to 
the  numerous  governmental  units  responsible  for  providing  community 
facilities.  Large  increases  in  population  may  be  expected  to  occur  mainly 
in  metropolitan  areas,  where  they  will  intensify  certain  already  familiar 
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difi'u  ulties  of  State  and  local  governments.  These  difficulties  include  the 
division  of  authority  among  governmental  units  and  a  lack  of  jurisdictions 
furnishing  area-wide  services;  the  unequal  distribution  within  metropolitan 
areas  of  ta.xablc  capacity  relative  to  needs  for  public  services;  State  con¬ 
stitutional  and  other  restrictions  on  local  taxing  and  borrowing  powers; 
and  inadequate  provision  for  the  preparation  of  long-range  capital  expendi¬ 
ture  and  revenue  programs. 

'I’he  main  responsibility  for  resolving  these  difficulties  lies  with  the  State 
and  local  governments.  Tangible  evidence  of  an  increasing  awareness  of 
this  responsibility  is  provided  by  the  recent  report  of  the  Council  of  State 
(lovernments.  This  rt'port,  prepared  at  the  direction  of  the  Governors’ 
Conference,  recommends  specific  approaches  to  solving  the  governmental 
problems  of  metrojxilitan  areas.  .Mso,  a  few  metropolitan  areas  are  pre¬ 
paring  to  consolidate  their  planning  or  seiA'ice  functions,  and  a  number  of 
private  foundations  and  citizens’  groups  are  working  toward  a  better  under¬ 
standing  of  metropolitan  problems.  But  still  greater  efforts  are  required  to 
arrive  at  early  practical  solutions. 

The  Federal  Government  has  taken  steps  to  assist  these  efforts  in  accord¬ 
ance  with  the  recommendations  of  the  President’s  Commission  on  Inter¬ 
governmental  Relations.  Consideration  is  being  given  to  the  need  for  better 
coordination  of  Federal  programs  affecting  urban  areas.  Ways  of  helping 
State  and  local  governments  plan  more  adecjuately  for  future  growth  are 
being  explored.  The  initiative  and  major  resources  for  solving  the  prob¬ 
lems  of  urban  growth  must  come,  however,  from  the  local  government  units 
and,  basically,  from  an  enlightened  citizenry. 

I.MrRciviNo  Skills  .\nd  Technology 

Shortages  of  trained  manpower  exist  in  virtually  every  field.  Although 
the  supply  of  scientific,  engineering,  and  other  technical  and  skilled  man¬ 
power  has  grown  rapidly  in  recent  decades,  the  demand  has  increased  even 
more  rapidly.  Present  limitations  on  the  supply  of  trained  manpower  are 
traceable  to  many  factors,  including  the  low  birth  rates  of  the  1930’s,  the 
failure  of  many  talented  youths  to  complete  high  school  or  college,  rela¬ 
tively  long  training  periods,  shortages  of  qualified  teachers,  and  inade- 
(juacies  of  facilities  and  equipment  for  research  and  training.  Current 
heavy  demands  for  specialized  personnel  reflect  the  requirements  of  mili- 
tar\'  and  atomic  programs,  the  increasing  complexities  of  the  underlying 
technologN’,  and  the  expanding  needs  of  private  industry’  as  good  times 
sustain  markets,  encourage  diversification  of  lines,  and  stimulate  civilian 
application  of  defense-related  innovations. 

The  intensity  of  current  operations  on  the  technological  frontier  is  indi¬ 
cated  by  the  magnitude  of  research  and  development  expenditures.  Al¬ 
though  estimates  vary  according  to  definition,  the  magnitude  is  notable  by 
reference  to  any  standard.  National  Science  Foundation  figures  show  an 


average  annual  expenditure  of  more  than  $3  billion  by  the  Federal  Govern¬ 
ment  in  the  fiscal  years  1953-57,  if  certain  admissible  Department  of  Defense 
items  not  normally  included  are  taken  into  account.  A  still  broader  defini¬ 
tion  would  raise  the  1957  estimate  for  the  Department  of  Defense  alone  to 
$5.2  billion.  The  1954  revision  of  the  Internal  Revenue  Code  with  respect 
to  treatment  of  research  expenditures  encouraged  the  formalization  and 
expansion  of  industry  research  programs.  Since  private  outlays  amount  to 
about  $3  billion,  the  total  annual  national  expenditure  for  research  and 
development  now  ranges  from  about  $6  billion  to  about  $9  billion. 

The  Federal  Government  has  taken  many  steps  to  meet  its  specialized 
manpower  needs  and  to  improve  the  supply  in  general.  Various  depart¬ 
ments  and  agencies  maintain  training  programs  for  essential  skills,  ad¬ 
minister  grants  and  fellowships,  help  provide  necessary  eejuipment  and 
facilities,  and  make  research  contracts  with  universities,  other  institutions, 
and  business  concerns.  The  National  Science  Foundation  is  devoting  in¬ 
creasing  funds  to  the  encouragement  of  education  in  the  sciences.  It  pays 
particular  attention  to  the  development  of  personnel  for  the  basic  research 
on  which  applied  science  rests,  and  to  the  improvement  of  high-school  and 
university  teaching  of  sciences  and  mathematics.  ElTorts  are  being  made 
to  secure  more  effective  use  of  scarce  technical  manpower  in  research 
undertakings  that  received  Federal  financial  support.  The  ser\ices  of  the 
Department  of  Labor’s  apprenticeship  and  training  programs  are  being 
strengthened  and  broadened. 

Two  Presidential  Committees  were  established  last  year  to  deal  with 
problems  of  improving  our  human  resourees.  The  Committee  on  Educa¬ 
tion  Beyond  the  High  School  is  focusing  attention  on  the  need  for  provid¬ 
ing  teachers  and  buildings  for  the  expected  rising  tide  of  college  enrollments 
and  on  ways  of  reducing  the  loss  of  talent  that  results  from  premature 
discontinuance  of  sehooling  by  capable  students.  The  National  Committee 
for  the  Development  of  Scientists  and  Engineers  is  assessing  the  occupational 
shortages  within  its  scope,  exploring  related  problems,  and  enlisting  the  aid 
of  interested  organizations  in  working  out  solutions.  Legislative  pccom- 
mendations  may  emerge  from  the  work  of  these  two  Committees. 

Federal  actions  have  been  directed  not  only  toward  alleviating  the  cur¬ 
rent  manpower  shortages  in  particular  fields  but  also  toward  strengthening 
the  Nation’s  basic  educational  system,  which  supports  all  subsequent  instruc¬ 
tion  for  working  and  living.  In  November  1955,  a  White  House  Conference 
on  Education  reviewed  the  many  facets  of  the  public  school  problem — 
the  provision  of  qualified  teachers,  the  development  of  appropriate  cur¬ 
ricula,  and  the  supply  of  needed  classrooms.  The  Conference  was  the 
culmination  of  a  series  of  almost  4,000  State  and  local  meetings  attended 
by  a  half  million  citizens.  Prompt  action  is  requested  on  the  program  of 
Federal  assistance  for  school  construction  recommended  earlier  in  this 
chapter. 
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^  Promoting  Agricultiral  Adjustments 

A  persistent  tendeney  toward  excessive  carry-overs  indicates  that  full 
agricultural  adjustment  to  peacetime  conditions  has  not  yet  been  accom¬ 
plished.  The  Administration  has  made  great  elTorts  to  move  accumu¬ 
lated  surjiluses  into  consumption,  at  home  and  abroad,  without  seriously 
disturbing  commercial  markets.  The  disposal  overseas  of  surplus  stocks 
has  received  particular  attention.  I'his  has  involved  direct  and  indirect 
cxjKJrt  aids,  sales  for  foreign  currencies  under  bilateral  agreements,  and 
barter  transactions.  Although  these  programs  have  serious  disadvantages, 
they  have  been  helpful  as  short-run  measures.  Accordingly,  it  is  rec¬ 
ommended  that  I'itle  I  of  the  Agricultural  Trade  Development  and  Assist¬ 
ance  .Act  be  extended  by  the  Congress  for  one  year  beyond  the  current 
!  expiration  date  of  June  30,  lOf)?,  and  the  present  limit  on  permissible  losses 
under  this  program  be  raised  $1  billion.  The  short  term  of  the  extension 
and  the  limiti-d  dollar  authorization  would  serve  to  emphasize  the  temporary 
nature  of  the  program. 

Creater  jirogress  must  lie  made  toward  corret  ting  the  conditions  that 
generate  surjiluses  if  costly  (iovernment  accpiisition  and  disposal  programs 
are  not  to  lieconu*  permanent,  if  our  relations  with  compi'ting  export  coun¬ 
tries  are  not  to  deteriorate,  and  if  fanners’  freedom  of  action  is  not  to  be 
increasingly  curtailed.  I’he  aiiproach  through  severe  restrictions  on  acre¬ 
age  planted  to  the  basic  crops  has  been  only  partially  successful.  Statutory 
minimum  allotments  have  prevented  the  full  reductions  in  acreage  war¬ 
ranted  by  carry-overs  of  wheat,  cotton,  and  rice,  and  actual  reductions  have 
been  considerably  olTset  by  increases  in  yields  per  acre.  The  diversion  of 
considerable  acreage  from  the  basic  commodities  to  other  crops,  notably 
feed  grains,  has  caused  surplus  conditions  to  spread.  A  new  approach  to 
output  adjustment  was  initiated  in  1956  by  the  Soil  Rank  Act.  Under  this 
Act,  growers  of  basic  crops  are  encouraged  to  plant  less  than  their  full 
!  allotments  and  are  compc'iisated  for  part  of  the  net  income  that  they  forego. 
1  While  participation  in  the  program  was  encouraging,  its  net  contribution  to 
I  reduction  of  output  in  1956  was  nominal.  Most  crops  had  already  been 
i  planted  when  the  law  was  enacted,  and  the  yield  prospects  on  much  of  the 
t  land  placed  in  reserve  had  been  reduced  by  drought. 

I  The  real  test  of  the  Soil  Bank  Program  will  come  in  1957.  Nearly  1 1 
I  million  acres  of  winter  wheat  land  have  already  been  placed  in  the  1957 
acreage  reserve,  and  participation  by  growers  of  other  crops  may  raise  the 
I  total  to  25  million  acres.  A  1957  goal  of  20  million  acres  has  been  set  for 
-■  the  conservation  reserve  program,  under  which  fanners  may  receive  annual 
payments  for  transferring  cropland  to  specified  conservation  uses  and  may 
be  reimbursed  for  much  of  the  initial  cost  incurred.  If  these  targets  are 
I  reached,  1  out  of  every  9  acres  of  cropland  would  be  taken  out  of  production. 
I  Output  would  not  be  reduced  in  the  same  proportion,  however,  since  there 
vvill  be  a  tendency  to  put  relatively  low-yielding  land  into  the  soil  bank 


while  cultivation  of  the  cropped  acreage  may  be  expected  to  be  more  inten- 
si\  e.  Moreover,  stocks  carried  over  into  the  1957-58  season  will  reflect  the 
large  1956  harvest,  and  reductions  attributable  to  the  1957  soil  bank  will 
not  be  fully  evident  until  1958. 

In  view  of  the  gradual  rise  in  crop  yields  and  the  rising  productivity  of 
the  land  withheld  from  current  cropping,  the  soil  bank  may  be  expected 
to  restrain  output  successively  less  in  1958  and  1959  than  in  1957.  One 
attempt  to  meet  this  problem  is  being  made  by  means  of  premium  payments 
for  holding  the  same  land  in  the  soil  bank  for  successive  years.  Any  actions 
that  would  diminish  the  Program’s  immediate  impact  must  be  avoided.  In 
order  that  growers  of  corn  may  have  the  opportunity  of  jxarticipating  on 
reasonable  terms,  recommendations  will  be  presented  to  the  Congress  for 
legislation  along  the  lines  of  the  program  favored  by  a  substantial  majority 
of  the  corn  growers  who  \oted  in  the  rectnit  referendum. 

Price  supports  are  a  valuable  instrument  for  moderating  excessive  fluctua¬ 
tions  in  pnees  and  fostering  stability  in  fann  income.  Put  experience  shows 
that  they  can  be  so  used  as  to  fail  of  their  purpose  and  cause  numerous 
difficulties.  The  Administration  has  been  gradually  moving  away  from 
supports  at  high,  rigid  percentages  of  parity  originally  introduced  for  the 
purpose  of  stimulating  outjjut  in  wartime.  As  we  make  progress  in  th(' 
essential  task  of  reducing  our  huge  accumulated  surpluses,  we  must  make 
sure  that  statutory  fonnulas  do  not  operate  to  stimulate  unneeded  produc¬ 
tion  and  thus  generate  new  price-dej)ressing  surpluses.  The  nuxlemized 
parity  formida  seeks  to  adjust  the  relationship  among  parity  prices  of  in¬ 
dividual  commodities  according  to  changing  supply  and  demand  condi¬ 
tions  in  the  recent  past.  But  the  lO-year  base  for  these  adjustments  is  itself 
distorted  by  exceptional  demand  conditions  after  World  War  II  and  during 
the  Korean  conflict,  as  well  as  by  the  levels  of  supjjort  that  have  been  in 
efTect  for  a  number  of  commodities  during  some  of  these  years.  For  certain 
commodities,  notably  wheat  and  cotton,  parity  prices  as  now  computed 
under  statutory  fonnulas  appear  clearly  out  of  line  by  any  economic 
standard. 

The  Secretary  of  Agriculture  has  been  investigating  possible  revisions  of 
the  parity  formula,  as  required  by  the  .Agricultural  Act  of  1956.  Not  merely 
the  parity  formula  but  also  its  application  needs  significant  improvement, 
and  the  concept  of  parity  itself  requires  the  closest  scrutiny,  if  these  devices 
are  to  make  the  desired  contribution  to  a  prosperous,  balanced,  and  free 
agriculture. 

The  special  needs  of  two  sectors  of  the  farm  community  have  recently 
called  for  new  Government  programs.  First,  emergency  aid  has  been 
given  to  farmers  and  stockmen  in  the  drought-stricken  regions  of  the  Great 
Plains.  Since  the  beginning  of  1953,  more  than  $800  million  of  Federal 
funds  have  been  u.sed  for  low’-cost  feed  grain,  subsidized  hay  and  roughage, 
emergency  credit,  distribution  of  free  food,  cost-sharing  in  projects  to  con¬ 
trol  w'ind  erosion,  and  support  purchases  of  cattle  products.  In  designated 
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rouiities,  permission  was  granted  to  graze  land  placed  in  the  soil  bank. 
Benefits  of  a  more  permanent  sort  will  be  forthcoming  from  a  program  of 
conserxation  and  land-use  adjustments  in  the  Great  Plains,  authorized  by 
the  Congress  in  19')6.  The  Administration  will  present  recommendations 
to  the  Congress  for  further  steps  to  deal  with  problems  of  land  use  and  water 
shortage  that  have  been  accentuated  by  recent  drought  conditions. 

Second,  the  Rural  Development  Program  focuses  on  the  1  million  farm 
families  and  1,000  low-income  counties  in  rural  areas  that  have  shared  only 
partially  in  the  general  prosperity.  The  emphasis  of  this  Program  is  on 
mobilizing  local,  State,  and  Federal  agencies,  private  industrial  and  com¬ 
mercial  enterprises,  and  civic  groups  in  a  joint  effort  to  promote  balanced 
economic  growth  in  the  communities  involved.  It  is  now  in  operation  in 
some  .')0  pilot  counties  or  trade  areas.  Progress  will  come  in  part  through 
better  fanning,  but  education  and  vocational  training,  improvement  of 
health  and  personal  security,  information  on  full-time  job  op{)ortunities  off 
the  farm,  and  part-time  farming  suj)plemented  by  other  employment,  also 
have  important  roles  to  play. 

Aiding  Local  Areas  of  Per.sistent  Unemployment 


The  high  employment  levels  of  the  last  few  years  have  facilitated  eco¬ 
nomic  adjustments  needed  to  correct  piTsistent  unemployment  conditions 
in  various  areas.  Although  the  Federal  Government  makes  its  greatest  con¬ 
tribution  to  the  solution  of  Icn  al  unemployment  problems  by  following  poli¬ 
cies  which  promote  stable  growth  for  the  economy  as  a  whole,  there  are 
many  ways  in  which  it  helps  local  areas  with  more  or  less  chronic  unemploy¬ 
ment.  In  awarding  Federal  procuninent  contracts,  preference  has  been 
given  to  businesses  located  in  such  areas.  Also,  defense  facilities  constructed 
in  the  areas  are  accorded  special  accelerated  tax  amortization  privileges. 
Increased  appropriations  for  the  Office  of  Area  Development  in  the  Depart¬ 
ment  of  Commerce  have  made  it  possible  to  extend  improved  and  augmented 
servict's  to  many  such  areas.  The  Department  of  Labor,  through  affiliated 
State  agencies,  has  expanded  community  employment  programs  and  services. 

But  greater  efforts  arc  needed  to  help  certain  localities  strengthen  their 
economic  base.  In  some  cases  the  forces  responsible  for  persistent  unem¬ 
ployment  are  so  strong  and  so  varied  that  they  will  yield  only  to  comprehen¬ 
sive  measures  taken  jointly  by  private  groups.  State  and  local  governments, 
and  the  Federal  Government.  To  supplement  the  efforts  of  local  and  State 
groups,  which  in  a  number  of  areas  have  already  achieved  marked  success 
in  stimulating  sound  economic  development,  an  enlarged  Federal  program 
of  aid  to  areas  of  persistent  unemployment  was  proposed  to  the  Congress  in 
1956.  The  program  provided  for  Federal  loans  to  pay  for  part  of  the  cost 
of  purchasing  and  developing  land  and  facilities  for  industrial  usage,  for 
grants  for  research  to  help  communities  evaluate  their  resources  and  need.s 
for  economic  development,  and  for  an  expanded  program  of  technical  assist- 


ance  through  field  consultation.  In  addition,  the  proposed  legislation 
would  assure  better  coordination  of  existing  Federal  programs  so  as  to  make 
them  more  useful  in  the  revitalization  of  areas  with  longstanding  uncm{)loy- 
ment.  Under  the  proposed  legislation  an  Area  Assistance  Administration 
would  be  established  in  the  Department  of  Commerce  to  administer  the 
expanded  Federal  services.  The  Congress  is  urged  to  enact  legislation  for 
this  program,  including  the  necessary  appropriations. 

Improving  Housing  Standards 

Better  housing  and  better  neighborhoods  are  essential  elements  in  the 
higher  levels  of  living  that  our  citizens  continuously  seek  to  achieve.  A 
variety  of  Federal  programs — including  the  insurance  and  guarantee  of 
home  purchase  and  improvement  loans,  insurance  of  loans  on  rental  housing 
projects,  and  financial  assistance  to  local  governments  for  the  rehabilitation 
of  urban  neighborhoods — aid  citizens  in  realizing  these  ambitions.  Two 
main  principles  guide  the  administration  of  these  programs:  they  should 
strengthen  rather  than  supplant  private  and  local  government  efforts  and 
should  be  limited  to  essential  projects  that  citizens  and  business  enterprises 
or  local  governments,  by  themselves,  cannot  adequately  carry  out.  The 
soundness  of  these  principles  is  manifested  in  the  record  volume  of  homes 
built  by  private  enterprise  in  the  last  four  years,  in  the  improved  quality 
of  our  stock  of  housing,  in  the  more  widespread  ownership  of  homes,  and 
in  the  progress  in  slum  clearance  and  urban  renewal. 

Several  steps  taken  since  1953  have  improved  the  Government’s  housing 
and  home  financing  programs.  First,  the  Federal  National  Mortgage  As¬ 
sociation  was  reorganized  in  1954  to  provide  for  the  use  of  private  funds 
in  this  important  facility.  At  the  end  of  1956,  $15  million  of  the  Associa¬ 
tion’s  capital  was  held  by  private  investors  and  $770  million  of  its  borrowed 
funds  had  been  obtained  in  the  private  capital  market.  During  the  last  year, 
the  Association  rendered  notable  service  in  assisting  a  home  mortgage 
market  that  was  subject  to  unusually  heavy  stress,  and  it  continued  to 
support  certain  special  housing  programs.  Second,  a  Voluntaiy  Home 
Mortgage  Credit  Program  was  established  in  1954  to  make  private  funds 
more  readily  available  in  remote  areas  and  for  minority  groups,  thereby 
reducing  the  need  for  direct  Government  lending.  Through  its  services, 
over  26,000  loans  totaling  over  $230  million  have  been  placed  with  pri¬ 
vate  lenders.  Third,  the  Urban  Renewal  Program  of  1954  broadened 
the  earlier  provisions  for  Federal  aid  to  slum  clearance  by  authorizing 
assistance  for  the  conscrv'ation  and  rehabilitation  of  urban  areas.  By 
the  end  of  1956  about  250  projects  in  both  small  and  large  cities  had  been 
approved  for  execution  or  final  planning,  and  an  additional  191  projects 
were  in  more  preliminary  stages.  Federal  grants  of  $825  million  disbursed 
or  set  aside  for  this  purpose  have  been,  or  will  be,  augmented  by  local  contri¬ 
butions  to  a  total  of  about  $1.2  billion.  Through  projects  now  in  advanced 


1  stages,  more  than  9,000  acres  of  slums  will  be  replaced  by  75,000  new 
^  housing  units  and  by  major  industrial,  cornmercial,  and  other  facilities. 

To  encourage  private  investment  in  the  rebuilding  and  rehabilitation 
of  blighted  areas  and  in  the  provision  of  homes  for  persons  displaced  by 
public  programs.  Federal  mortgage  insurance  on  favorable  terms  was  made 
available  for  residential  projects  in  urban  renewal  areas  and  for  persons 
displaced  from  such  areas.  Other  important  changes  in  the  Federal  mort¬ 
gage  insurance  programs  included  the  equalization  of  downpayment  re¬ 
quirements  on  new  and  used  houses,  which  aids  private  construction  by 
improving  the  salability  of  existing  homes,  and  provisions  to  help  meet  the 
growing  need  for  more  adequate  housing  for  the  elderly. 

Several  legislative  changes  in  Federal  programs  are  needed  at  this  time. 
The  effectiveness  of  the  Federal  mortgage  insurance  and  guarantee  pro¬ 
grams  has  been  seriously  reduced  of  late,  and  home  building  has  been 
impeded,  by  ceilings  on  interest  rates  for  Government-underwritten  loans 
that  are  below  competitive  market  rates  for  comparable  investments.  This 
condition  has  tend«-d  to  diminish  the  flow  of  funds  into  the  federally-spon¬ 
sored  programs  on  which  large  numbers  of  home  purchasers  and  home 
builders  depend  for  low-downpayment  and  long-maturity  mortgages.  It 
was  partly  corrected  by  administrative  action  in  December  1956  when  the 
maximum  ititerest  rate  on  FI  I.\-insured  home  loans  was  raised  from  4J/2 
percent  to  5  percent.  The  Congress  is  requesti’d  to  amend  the  Scr\  icemen’s 
Readjustment  .‘\ct  to  permit  a  similar  adjustment  in  the  maximum  interest 
rate  on  V.\-guaranteed  home  loans.  This  action  would  improve  the  com¬ 
petitive  jxisition  of  veterans’  home  loans  in  the  capital  market,  and  increase 
the  availability  of  credit  for  veterans  desiring  to  exercise  their  right  to 
benefits  under  existing  legislation. 

The  Congress  is  also  requested  to  review  other  restrictive  ceilings  on 
interest  rates  on  Government-underwritten  loans  which  arc  tending  to  de¬ 
feat  the  purpose  of  encouraging  private  investment.  Likewise,  provisions 
controlling  the  interest  rate  on  Federal  loans  for  college  housing  should  be 
amended  to  pennit  more  frequent  adjustments  to  the  market  yields  on 
long-term  Government  securities,  and  to  bring  forth  a  larger  participation 
of  private  capital  in  this  rapidly  expanding  program. 

To  enable  the  Federal  National  Mortgage  .Association  to  continue  pur¬ 
chases  of  mortgages  in  the  secondary  market,  it  is  recommended  that  the 
Treasury  subscription  to  the  .Association’s  capital  stock  be  increased  by  $100 
million.  Under  existing  law,  this  would  add  $1  billion  to  the  Corporation’s 
authority  to  issue  debentures  and  correspondingly  augment  its  capacity  to 
buy  mortgages.  The  Congress  will  be  requested  to  make  additional  au- 

Ithorizations  for  the  purchase  by  the  Association  of  mortgage  loans  under 
certain  special-assistance  programs. 

Under  legislation  enacted  last  year,  applications  of  World  War  II  veterans 
for  home  loan  benefits  will  not  be  accepted  after  July  25,  1958.  The  Con- 
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gross  may  wish  to  consider  changes  in  the  Federal  Housing  Administration’s 
home  mortgage  insurance  program  to  ease  the  adjustments  in  home  building 
and  financing  that  are  likely  to  accompany  the  expiration  of  these  entitle¬ 
ments  and  to  unify  the  mortgage  insurance  facilities  available  to  veterans  and 
nonveterans. 

The  Voluntary  Home  Mortgage  Credit  Program,  which  has  helited 
channel  private  funds  into  home  loans  in  remote  areas,  should  he  extended 
beyond  its  scheduled  expiration  date  of  June  30,  1957. 

Finally,  the  States  can  do  much  to  improve  the  flow  of  funds  into  home 
mortgages.  Outmoded  foreclosure  laws,  which  add  unnecessarily  to  the 
risks  and  costs  of  mortgage  lending,  should  be  revised.  L('gal  impediiiK'nts 
to  investment  by  out-of-state  institutions  in  federally-imdei-written  home 
mortgages,  which  often  result  from  undue  restrictions  on  out-of-state  cor¬ 
porations,  should  be  removed.  The  investment  of  pension  and  welfare  funds 
in  such  loans  should  be  encouraged  within  pnideiit  limits.  The  States  are 
urged  to  give  their  early  attention  to  these  matters. 

Raising  Health  Standards 

The  Nation’s  material  improvement  has  been  accompanied  by  significant 
gains  in  health  and  life  expectancy.  Progress  in  diminishing  disease,  dis¬ 
ability.  and  premature  death  has  enhanced  our  capacity  for  work,  for  enjoy¬ 
ment  of  the  fruits  of  efToi  t  and  enterprise,  and  for  discharge  of  the  militaiy 
obligations  of  citizenship.  The  struggle  for  better  health  and  longer  life  is 
a  continual  one,  however,  and  huge  returns  are  still  to  be  expected  from 
relatively  small  outlays  for  additional  research  on  crippling  and  killing 
diseases. 

I’he  contributions  of  the  Federal  Government  toward  the  health  of 
our  people  range  over  a  wide  area.  The  Public  Health  Service,  through 
the  National  Institutes  of  Health,  is  supporting  a  greater  volume  of  medical 
research  than  ever  before.  A  law  enacted  in  1954  broadened  a  Federal- 
State  construction  program,  to  give  greater  emphasis  to  hospitals  for  the 
chronically  ill,  to  nursing  homes,  and  to  diagnostic,  treatment,  and  re¬ 
habilitation  centers.  In  the  same  year,  the  Congress  authorized  expanded 
Federal  support  of  a  joint  program  with  the  States  for  restoration  of  the 
handicapped  to  more  productive  lives.  In  1956,  a  three-year  program  of 
grants-in-aid  was  established  for  the  construction  of  public  and  nonprofit 
health  research  facilities.  The  Water  Pollution  Act  of  1956  provided  for 
intensified  pollution  research,  matching  grants  for  construction  of  water- 
treatment  works,  and  cooperation  to  resolve  serious  interstate  pollution 
problems.  In  the  same  year,  a  program  was  enacted  to  help  overcome  the 
shortage  of  graduate  and  practical  nurses  and  other  needed  health  per¬ 
sonnel.  Another  law  provided  for  surveys  to  determine  the  extent  and 
nature  of  illness  and  disability,  to  improve  the  information  base  for  guidance 
of  health  research. 
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For  the  further  advance  of  our  health  standards,  the  Congress  is  again 
requested  to  consider  proposals  for  encouraging  voluntary  health  insurance 
plans.  One  such  proposal  seeks  to  facilitate  the  improvement  of  voluntary- 
plans  by  smaller  health  insurance  companies  and  by  nonprofit  insurance 
associations  through  pooling  arrangements.  The  Congress  is  also  requested 
to  authorize  a  temporary  program  of  construction  grants  for  expansion  and 
improvement  of  training  facilities  at  medical  and  dental  schools.  Such  a 
program  is  needed  to  balance  the  legislative  pix)vision  made  last  year  for 
Federal  financial  assistance  in  the  construction  of  health  research  facilities. 

Strkngthening  Personal  Security 

The  maintenance  of  high  levels  of  employment  and  income  in  recent  years 
has  been  a  powerful  aid  to  .Americans  in  making  better  provision  for  their 
own  and  their  families’  security.  Because  good  times  and  a  stable  dollar 
are  our  best  fonnula  for  accomplishing  this  result.  Government  makes  its 
greatest  contribution  to  the  strengthening  of  personal  security  when  it  pur¬ 
sues  {jolicies  that  promote  stable  economic  growth  and  price  stability.  But 
Government  also  contributes  to  the  vigor  and  stability  of  the  economy  by- 
measures  designed  to  assure  retirement  and  sur\ivorship  incomes  and  to 
alleviate  certain  severe  fonns  of  personal  misfortune,  llie  principal  lines 
along  which  this  can  be  done  have  been  set  forth  in  the  Economic  Reports 
of  the  last  three  years. 

One  set  of  proposals,  aimed  at  reinforcing  the  Federal-State  system  of 
unemployment  insurance,  has  resulted  in  imjwrtant  actions.  During  1954 
Congress  extended  the  coverage  of  unemployment  insurance  to  1.4  million 
employees  of  firms  with  4  to  7  persons  on  their  payrolls  and  to  2.5  million 
Federal  civilian  employees.  In  the  last  three  years,  38  States  have  raised 
weekly-  benefits,  12  have  lengthened  the  potential  duration  of  benefit  pay¬ 
ments.  and  4  have  extended  coverage  to  firms  with  less  than  1  employees. 

•Additional  improvements  are  needed.  First,  benefits  are  still  inadequate 
in  relation  to  wages.  It  is  again  suggested  that  the  States  raise  the  dollar 
maximums  so  that  the  great  majority  of  covered  workers  will  be  eligible 
for  payments  ecjual  to  at  least  half  their  regular  earnings.  Second,  the  du¬ 
ration  of  benefits  is  still  inadequate  in  many  States.  It  is  again  suggested 
that  the  States  and  Territories  which  have  not  yet  done  so  lengthen  the 
maximum  term  of  benefits  to  26  weeks  for  every  person  who  qualifies 
for  any-  benefit  and  remains  unemployed  that  long.  Third,  important 
classes  of  workers  are  still  not  covered.  It  is  recommended  that  the  Con¬ 
gress  extend  unemployment  insurance  to  the  1 .8  million  employees  of  firms 
with  1  to  3  persons  on  their  pay  rolls  who  are  still  uncovered  in  many  States, 
to  ex-servicemen,  and  to  employees  in  Puerto  Rico.  Also,  the  States  are 
urged  to  include  the  4.5  million  persons  who  work  for  them  or  for  their 
political  subdivisions. 

Important  changes  have  been  made  in  laws  affecting  the  economic  status 
of  older  persons.  I'he  F'ederal-State  Employment  Services  are  giving  spe- 
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cial  assistance  toward  finding  employment  for  older  persons,  and  the  De¬ 
partment  of  Labor  is  studying  the  problem  of  enlarging  their  employment 
opfxjrtunities.  The  Social  Security  Amendments  of  1954  expanded  the 
number  of  jobs  covered,  raised  benefits,  and  encouraged  retired  individuals 
to  engage  in  some  remunerative  work.  Ry  the  end  of  1956,  9  out  of  every 
10  workers  were  covered  or  eligible  for  coverage  under  old-age  and 
survivors  insurance;  and  roughly  45  percent  of  persons  aged  65  or 
more  were  receiving  benefits,  aggregating  about  $4.8  billion  annually. 
Benefits  of  about  $800  million  were  paid  in  1956  to  1.6  million  children  and 
their  widowed  mothers,  and  to  about  300,000  women  aged  62-64  who  be¬ 
came  eligible  for  retirement  benefits  under  legislation  that  became  effective 
in  November  of  that  year.  The  1956  Amendments  extended  coverage  to 
an  additional  900,000  workers  ;wid  to  3  million  servicemen,  liberalized 
provisions  governing  the  eligibility  of  women  for  old-age  benefits,  and  pro¬ 
vided  benefits  for  workers  aged  50  and  over  who  are  totally  and  penna- 
nently  disabled.  In  addition,  by  liberalizing  the  Federal  grants  that  match 
State  payments,  the  1956  .Amendments  encouraged  more  generous  public 
assistance  and  medical  care  for  persons  not  adequately  protected  by  social 
insurance.  The  Railroad  Retirement  .Act  was  amended  in  1956  to  in¬ 
crease  by  almost  10  percent  the  payments  to  more  than  400,000  beneficiaries 
of  the  railroad  retirement  program;  and  Civil  Service  retirement  pro¬ 
visions  were  liberalized  in  important  respects. 

Private  pension  plans  now  cover  about  13  million  workers  and  provide 
benefits  to  about  920,000  retired  workers.  Steps  should  be  taken  to  deal 
with  two  problem.s  that  arise  in  connection  with  these  plans,  as  well  as 
private  welfare  funds.  It  would  be  desirable  for  business  finns  to  make  it 
easier  for  a  worker  to  terminate  employment  without  losing  part  or  all  of 
his  accumulated  rights  in  a  pension  plan.  To  help  protect  the  beneficiaries 
of  private  pension  and  welfare  funds  from  loss  through  mismanagement,  it 
is  again  recommended  that  Congress  require  Federal  registration  of  private 
plans  and  the  filing  of  reports  on  their  administration  and  finances. 

In  addition  to  actions  designed  to  help  the  unemployed  and  the  aged, 
measures  have  been  taken  to  improve  the  income  status  of  individuals. 
Effective  March  1,  1956,  an  amendment  to  the  Fair  Labor  Standards  Act 
raised  the  minimum  wage  to  $1.00  an  hour,  directly  increasing  the  wages  of 
2  million  covered  workers.  A  number  of  administrative  wage  orders  of  the 
Department  of  Labor,  specifying  various  minimum  wage  rates,  were  issued 
or  became  effective  in  1956;  for  numerous  Puerto  Rican  industries  under 
the  Fair  Labor  Standards  Act;  for  substantial  numbers  of  workers  and  indus¬ 
tries  under  the  VValsh-Healcy  Public  Contracts  Act;  and  for  large  numbers 
of  Federal  and  federally-assisted  construction  contracts  under  the  Davis- 
Bacon  Act  and  related  statutes.  It  is  again  recommended  that  the  Con¬ 
gress  and  the  States  extend  the  coverage  of  minimum  wage  legislation  to 
additional  workers  needing  this  protection. 
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Although  progress  is  being  made  toward  equalizing  economic  opportunity 
for  all  citizens,  additional  legislative  steps  are  desirable.  One  such  step 
would  be  the  enactment  by  the  Congress  of  the  principle  of  equal  pay  for 
equal  work  without  discrimination  on  account  of  sex. 

Further  improvements  arc  needed  in  workmen’s  compensation  insurance 
against  disabilities  sufTcred  on  the  job;  this  insurance  is  mainly  the  responsi¬ 
bility  of  the  States.  The  relevant  laws  have  been  liberalized  in  recent 
years,  hut  those  of  many  States  still  leave  much  to  be  desired  in  benefits, 
administration,  and  provision  for  rehabilitation.  Although  great  strides 
have  been  made  in  safeguarding  workers,  occupational  accidents  still  cause 
almost  two  million  injuries  and  deaths  a  year.  A  proposal  will  be  presented 
to  the  Congress  for  a  new  program  to  provide  technical  aid  and  limited 
financial  assistance  to  States  for  promoting  occupational  safety. 

Another  problem  requiring  attention  is  the  loss  of  income  caused  by 
temporarx'  disabilities  not  related  to  the  work  of  employees.  For  some  years, 
four  States  have  had  insurance  programs  covering  such  contingencies,  and 
many  employers  provide  similar  protection.  A  recommendation  will  again 
be  presented  to  the  Congress  to  provide  temporary  disability  insurance 
b('nefits  for  employees  in  the  District  of  Columbia.  It  is  hoped  that  the 
States  that  have  not  as  yet  done  so  will  take  the  necessary  legislative  steps 
to  protect  their  workers  against  temjx)rar>’  ofT-the-job  disabilities. 

Some  Challenges  of  the  Fi  ture 

The  profxisals  made  in  this  chapter  have  b('en  designed  mainly  with  the 
needs  of  the  near-term  future  in  mind,  but  Government  has  an  obligation 
also  to  look  into  the  more  distant  future,  although  this  can  be  done  only 
imperfectly.  Even  long-cstablish(‘d  trends  are  subject  to  change,  and  there 
is  much  that  cannot  be  foreseen  at  all;  but  certain  factors  that  will  influence 
our  economy  in  the  years  ahead  can  be  discerned  with  some  confidence. 
Two  of  the  most  important  of  these  factors  arc  the  growth  and  the  changing 
age  composition  of  our  population. 

Before  and  shortly  after  World  War  II,  the  consensus  of  experts  was  that 
the  population  of  the  United  States  would  grow  more  and  more  slowly, 
reach  a  peak  within  a  few  decades,  and  then  begin  to  decline.  Actually,  the 
population  has  grown  in  the  last  ten  years  at  more  than  double  the  rate  that 
prevailed  in  the  1930’s.  There  have  also  been  notable  and  diverse  changes 
in  the  rates  of  population  growth  in  diflerent  sections  of  the  Nation.  These 
changes  and  the  increase  in  total  population  have  already  exerted  profound 
influence  on  our  economy.  New  challenges  will  arise  in  the  future  when 
the  sharp  increase  in  the  number  of  births  since  1940,  and  especially  since 
1946,  is  reflected  in  the  size  of  significant  age  groups.  The  number  of  young 
people  reaching  their  eighteenth  birthday  in  the  mid-1970’s  will  be  nearly 
double  what  it  was  in  1956.  The  po[}ulation  of  college  age  can  be  expected 
to  increase  by  something  over  60  percent  by  1970;  but  in  that  year  enroll- 
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merits  in  the  regular  sessions  of  institutions  of  higher  edueation  are  now 
expected  to  be  more  than  double  the  present  figure.  The  number  of  first 
marriages,  which  will  be  reflected  in  the  rate  of  household  formation,  is 
likely  to  be  substantially  larger  in  the  mid-1960’s  than  at  present  and  very 
much  larger  in  the  late  1960's  and  the  1970’s.  The  actual  size  of  the  labor 
force  is  unpredicably  alTccted  by  the  decisions  of  individuals  in  choosing,  or 
not  choosing,  to  seek  employment.  .Mthough  the  rates  of  labor  force  partici¬ 
pation  cannot  be  safely  forecast,  the  number  of  persons  available  for  work  is 
certain  to  grow  substantially. 

These  few  examples  of  results  that  can  be  expected  from  the  growth  and 
changing  age  composition  of  our  population  suggest  some  of  the  challenges 
In  the  years  ahead  for  public  and  private  policy.  Pertinent  population  data 
arc  presented  and  briefly  discussed  in  Appendix  C  to  this  Report. 

The  extent  to  which  the  national  output  will  be  increased  by  the  pro¬ 
spective  enlargement  of  our  population  will  depend  in  considerable  part 
on  our  ability  to  maintain  a  high  level  of  employment  and  continue  our  gains 
in  productivity.  Output  per  man-hour  has  increased  over  a  long  jieriod  at 
an  average  rate  of  about  2  percent  annually;  since  World  ^Var  II  it  has 
risen  at  an  average  of  well  over  3  percent  a  year.  Productivity  should 
continue  to  increase  at  customary'  or  recent  rates,  but  such  a  pace  cannot  be 
regarded  as  automatic  and  assured,  without  reference  to  any  other  factors. 
Enormous  increases  in  the  supplies  of  skilled  manpower,  mechanical  energy, 
raw  materials,  and  capital  eejuipment  will  be  needed  if  technological  oppor¬ 
tunities  are  to  be  realized,  and  if  the  demands  of  a  vigorously  growing  popu¬ 
lation  are  to  be  satisfied  at  improved  levels  of  living.  These  increases  imply 
very-  large  requirements  for  savings  and  investment. 

The  opportunities  and  potentials  of  our  free  economy  in  the  next  quarter- 
century  are  very  great,  even  when  conservatively  appraised.  So  also  are 
the  responsibilities  that  must  be  borne  by  Government  and  by  the  citizen. 
The  primary  objective  of  Government  must  be  to  encourage  balanced  and 
sustainable  economic  growth  in  an  environment  favorable  to  the  sjjirit  of 
enterprise.  This  effort  must  be  supported  by  private  policies  that  will  help 
assure  the  vigor  of  competitive  enterprise  and  the  achievement  of  steady 
economic  growth  without  price  inflation.  Our  success  in  meeting  these 
responsibilities  will  go  far  to  insure  major  further  advances  in  the  well-being 
of  our  people,  and  it  can  have  profoundly  beneficial  significance  for  the 
peace  and  progress  of  the  world. 
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